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TESTIMONY OF JACK E. DAVIS
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-00000A-02-0051)

INTRODUCTION

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION.

My name is Jack E. Davis. My business address is 400 North Fifth Street,
Phoenix, Arizona 85072. I am President of Energy Delivery and Sales for
Arizona Public Service Company (“APS” or “Company”). I am also President

of Pinnacle West Capital Corporation (“PWCC”).

DID YOU PREVIOUSLY SUBMIT WRITTEN TESTIMONY IN THIS
CONSOLIDATED DOCKET?

Yes. I filed both direct and rebuttal testimony in Docket No. E-01345A-01-
0822. However, since that testimony was never actually heard by the Arizona
Corporation Commission (“Commission”), I have provided a Statement of

Qualifications as an attachment to this testimony. See Appendix A.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS GENERIC
PROCEEDING?

In response to the Commission’s Procedural Order dated May 2, 2002
(“Procedural Order”), I will discuss the reasons behind the transfer of most of
the Company’s generating assets to Pinnacle West Energy Corporation
(“PWEC”). As also requested in the Procedural Order, I will address (from a
layman’s point of view) the issues of affiliate transactions, codes of conduct and
the division of jurisdictional authority over pricing as between this Commission

and the Federal Energy Regulatory Commission (“FERC”).
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II.

WILL APS PRESENT OTHER WITNESSES?

Yes. Dr. William‘ Hieronymus will address the questions raised by Staff
concerning the potential for PWEC to exercise meaningful market power post-
divestiture. Market power was explicitly identified as a “Track A” issue in the
Procedural Order. Dr. Hieronymus also discusses the reasons why divestiture of

APS generation assets to PWEC remains in the public interest.

WILL ANY OF THE COMPANY WITNESSES DIRECTLY DISCUSS
COMPETITIVE BIDDING PROCEDURES AND OBJECTIVES IN
THEIR TESTIMONY?

No. The Procedural Order has designated these as “Track B” issues. The
Company has proposed a separate but parallel process of addressing and

resolving “Track B” issues.

SUMMARY

PLEASE PROVIDE A SUMMARY OF YOUR TESTIMONY.

The Commission’s Electric Competition Rules (A.A.C. R14-2-1601, et seq.)

specifically mandated divestiture of all APS generation assets by December 31,

2000. At the Company’s request, this divestiture was both expressly authorized
by the Commission and postponed by up to two years as a result of the 1999

APS Settlement Agreement, which settlement was approved and adopted by the

Commission in Decision No. 61973 (October 6, 1999). See Schedule JED-1GD,

attached. An earlier settlement agreement negotiated with Commission Staff in

1998 but eventually withdrawn, also provided for divestiture of APS generation

to an affiliated entity. The reasons prompting these various actions by the-
Commission and/or Staff are as valid today as they were in 1998 and 1999.

They ‘also explain why the divestiture of generation by electric utilities to

subsidiaries or other affiliated entities has been a common part of industry

-2-
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II.

restructuring in other jurisdictions. The Commiséion has had in place
comprehensive Affiliate Rules (A.A.C. R14-2-801, et seq.) since 1990. Affiliate
transactions are also reviewed in individual proceedings, both rate and
otherwise. Similarly, the Commission and FERC have approved Codes of
Conduct. In addition, APS has in place implementing Policies & Procedures
(Commission) for its Commission-approved Code of Conduct and Standards of
Conduct (FERC) that govern the interaction between affiliated merchant energy
functions (e.g., PWM&T) and the wire (transmission) functions of APS. These
existing regulatory policies and powers have proven effective as to those utilities

covered by such provisions.

Finally, I am aware that sales to APS of power from the wholesale electric
market are regulated by FERC. This has been true since long before I came to
the Company, and I am not aware of any proposals to change this jurisdictional
fact of life. That does not mean, however, that the Commission is powerless to
either effectively participate in FERC proceedings affecting Arizona consumers
or that it has surrendered its ability to review discretionary decisions by APS
management to determine whether they were prudent given the facts and

circumstances known to APS at the time such decisions were made.

TRANSFER OF APS GENERATION TO PWEC

DO THE ELECTRIC COMPETITION RULES DISCUSS THE ISSUE OF
DIVESTITURE OF GENERATION ASSETS TO AN AFFILIATE?

Yes. In Decision No. 61969 (September 29, 1999) the Commission reaffirmed

the‘already existing provisions of the Electric Competition Rules requiring

divestiture of competitive generation and other competitive assets.

Specifically, A.A.C. R14-2-1615 (A) states:

o -3-
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All competitive generation assets and competitive services
shall be separated from an Affected Utility prior to January 1, 2001.

But this story goes back over a year prior to Decision No. 61969. In Decision
No. 61071 (August 10, 1998), the Commission, at Staff’s urging, added a
mandatory divestiture provision to the Electric Competition Rules. Although
originally proposed as a California-style divestiture to out-of-state merchant
plant developers, APS and Tucson Electric Power successfully argued for a
third option — divestiture to an Arizona affiliate. See A.A.C. R14-2-1615.
That provision was later reaffirmed in Decision No. 61272 (December 11,

1998) and, of course, in Decision No. 61969.

WERE THE PROS AND CONS OF DIVESTITURE DEBATED DURING
THE VARIOUS RULEMAKING PROCEEDINGS THAT EVENTUALLY
RESULTED IN THE PRESENT ELECTRIC COMPETITION RULES?

Yes. It had been a topic of considerable debate and analysis since the original
consideration of the Electric Competition Rules in 1996. Unlike the 50%
competitive bidding requirement, divestiture was fully subject to the review and
comment process of Arizona rulemaking — not once but on at least four

separate occasions. In conclusion, the Commission found that:

only through the divestiture of competitive services or the
transfer of competitive services to an affiliate would the

- subsidization and crossovers between monopoly and
competition be prohibited. :

Decision No. 61272 at Appendix C, p. 33.

Nearly a year after that Decision, the Commission again considered the issue of -
generation divestiture to an affiliate or affiliates of an Affected Utility and again

concluded after yet another full-blown rulemaking proceeding that:

[the] separation of monopoly and competitive services by the
“incumbent Affected Utilities must take place in order to foster
development of a competitive market in Arizona

-4-
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2 the requirement that competitive generation assets and
Competitive Services be se%)arated to an unaffiliated party
3 or to a separate corporate affiliate or affiliates, will
provide greater protection against cross-subsidization
4 than would separation to a subsidiary.
5 Decision No. 61969 at 60-61 (emphasis supplied).
6 ,
- DO THE ELECTRIC COMPETITION RULES IMPOSE ANY DUTIES
7 OR RESTRICTIONS ON THE TRANSFEREE(S) OF DIVESTED
ELECTRIC GENERATION? '
8
No.
9
10 WHAT DID THE 1999 APS SETTLEMENT AGREEMENT AND THE
COMMISSION DECISION APPROVING AND ADOPTING SUCH
11 SETTLEMENT AGREEMENT HAVE TO SAY ABOUT THE
DIVESTITURE OF APS GENERATION ASSETS TO AN AFFILIATE?
12 Decision No. 61973 reaffirmed for the fourth time that divestiture of the
13 Company’s generation to an affiliate was “in the public interest” and thus
14
granted:
15 . )
all requisite Commission approvals for ... the creation
16 by APS or its parent of new corporate affiliates . .. and
the transfer thereto of APS’ generation assets ...
17 See 1999 APS Settlement Agreement at §§ 4.2 and 4.4.
18 '
19 In its adoption of the 1999 APS Settlement, the Commission went on to state:
20 [TThe Commission supports and authorizes the transfer by
APS to an affiliate or affiliates of all its generation and [other]
21 - competitive electric service assets as set forth in the Agreement
Agreement no later than December 31, 2002.”
22 Decision No. 61973 at 10.
23 '
24 The Commission further adopted the following language as set forth in the
25 Agreement: | |
The Commission has determined that allowing the Generation

-5-




Assets to become “eligible facilities,” within the meaning of
Section 32 of the Public Utility Holding Company Act (“PUHCA”),

2 and owned by an APS EWG [“Exempt Wholesale Generator”]
affiliate (1) will benefit consumers, (2) is in the public interest,
3 and (3) does not violate Arizona law.
4 Id. at Attachment 1, p.7.
5 . N . .
Unlike most settlements before the Commission, the 1999 APS Settlement
6
Agreement provided for the Commission itself to become a party to the
7 .
settlement by virtue of its approval of that settlement in Decision No. 61973.
8
The legality of the 1999 APS Settlement Agreement, including the
9
Commission’s inclusion as a party to the settlement, and Decision No. 61973
10
survived unscathed through two separate judicial appeals, the last of which was
11
finally decided in December of 2001. In upholding the 1999 APS Settlement
12 :
Agreement, the Arizona Court of Appeals stated:
13
14 The agreement requires APS to divest its generation assets by December
31, 2002, and requires the Commission approve the formation of an APS
15 affiliate to acquire those assets at book value. [Opinion at § 8.]
16 |
17 Section 6.1 [of the Settlement] makes the Comrqission a party to the
agreement, and section 6.2 precludes the Commission from taking or
18 proposing any action inconsistent with the agreement and requires the
19 Commission to actively defend it. [Opinion at § 33.]
20
21 The general rule, however, is that a contract that extends beyond the
‘ terms of the members of a public board is valid if made in good faith and
22 if its does not involve the performance of personal or professional
services for the board. [Citation omitted.] The [Arizona Consumers]
23 Council has not alleged that the [settlement] contract was not entered into
in good faith, and the contract does not involve personal services for
24 Commission members. The [settlement] contract can therefore bind
future commissions. [Citation omitted.] [Emphases supplied.] [Opinion
25 at 38 | |
26




Q. WASDIVESTITURE A KEY ELEMENT OF THE SETTLEMENT?

2 | A.  Yes. Divestiture of APS generation was at the very heart of the 1999 APS
3 Settlement Agreement from the time of its original submission to the
4 Commission in May 1999. It was an express part of the Company’s bargained-
5 for consideration in the agreement. APS would have never entered into any
6 settlement that did not guarantee its ability to divest its generation to an affiliate
7 - or affiliates, that did not require the Commission to make the findings of fact
8 necessary for that affiliate or affiliates to be an “Exempt Wholesale Generator,”
9 or that did not allow the recovery of transition costs.
10
Q. ASIDE FROM THE 1999 APS SETTLEMENT AGREEMENT ITSELF,
11 HAVE APS AND ITS PARENT CORPORATION, PWCC, TAKEN
SPECIFIC STEPS IN REGARD TO DIVESTITURE OF APS
12 GENERATING ASSETS TO PWEC?
131 A.  Yes. These include:
14
1) forming PWEC and subsequently obtaining a financial credit
15 rating (contingent upon transfer of the APS generating assets)
16 for PWEC from major credit rating agencies;
17 2) reorganization and reassignment of APS personnel to PWM&T
; and PWEC and the retention by PWEC of new personnel
18 to both operate APS generation and to engage in the construction
19 of new generation;
20 3) PWEC’s initiation of over $1 billion dollars in new
21 ' generation construction to serve APS retail customers, which
decision was wholly dependent upon the ability to acquire
22 existing APS generation under the provisions of the Electric
’ Competition Rules and the 1999 APS Settlement Agreement;
| 24 4) provision of interim financing by PWCC for PWEC’s
construction of new generation to serve APS load, which
25 - financing has placed an extreme burden on PWCC without
6 the ability to collateralize the APS generating assets;

-7 -




5) development of a comprehensive “buy-back” purchase power

2 agreement (“PPA”) whereby APS generating assets could
3 remain dedicated to APS retail customers at cost-based prices;
4 6) notice to or consents from some 3500 co-participants,
5 fuel suppliers, government entities, creditors, etc., for
transfer of the APS generation and related contracts,
6 permits, rights-of-way, letters of credit, etc.;
7 7) preparation of requests for and the securing of several private
8 letter rulings from the IRS addressing the transfer of APS
generation to PWEC and the continued tax-advantaged status.
9 of the Palo Verde Nuclear Generating Station (“PVNGS”)
10 decommissioning trust;
11 8) preparation of legal documents of transfer (deeds, bills
. of sale, assignments, etc.);
13 9)  preparation of the data required by Decision No. 61973 to be
included in the 30-day notice of transfer, presently to be filed
14 on August 1, 2002; and
15 10)  submission of an application to the Nuclear Regulatory
16 Commission (“NRC”) for the transfer of the Company’s
1 operating license at PVNGS.
3 The last two critical path events prior to the actual transfer are: 1) securing NRC
approval of a license transfer for the operation of the PVNGS; and 2) securing
19 '
approval from the owners of or (more likely) a buyout of the secured lease
20 ,
obligation bonds (“SLBs”) associated with the previously authorized
21
sale/leaseback of PVNGS Unit 2. APS submitted its application. for operating
22 ' ‘
3 license transfer to the NRC last month. Approval is expected within no more
2 : , ,
than six months from the date of filing. Also, the Company will initiate buyout
24 ' ‘ ;
) of the SLBs in the next couple of months. This buyout will be an extremely
5 , : ;
26




expensive proposition and will significantly increase the divestiture-related

expenditures incurred by APS to date.

DID ANYONE OPPOSE THE DIVESTITURE PROVISIONS OF THE
1999 APS SETTLEMENT AGREEMENT?

No. Obviously none of the signatories were in disagreement over the necessity
of such a restructuring of the Company’s lines of business into competitive and
non-competitive entities. And no non-signatory participant in the proceeding
resulting in approval and adoption of the 1999 APS Settlement Agreement,

including Staff, was opposed to divestiture.

YOU PREVIOUSLY MENTIONED A 1998 SETTLEMENT WITH
COMMISSION STAFF. DID THAT SETTLEMENT ALSO INCLUDE A
DIVESTITURE REQUIREMENT?

Yes. Staff, APS and Tucson Electric Power Company (“TEP”) negotiated a
three-way agreement wherein APS would acquire some of TEP’s generation and
TEP would acquire the Company’s EHV transmission assets. APS would then

be required to divest the combined APS/TEP generation to an affiliate.

DID EITHER SETTLEMENT AGREEMENT IMPOSE ANY

Cg)slizl%lé[’JONS ON THE AFFILIATE RECEIVING APS GENERATION
A ?

No. In fact, neither Staff nor the Commission, or for that matter, any of the

signatories to either agreement, ever suggested that any conditions be imposed.

ARE DIVESTITURE AND COMPETITIVE BIDDING UNDER RULE
1606(B) LINKED?

Absolutely, both in the historical context of the Electric Competition Rules and
in the practical sense. I say historical context because the two provisions [Rule

1606(B) and Rule 1615] arose at the same time and have always been

| vsynchronized in their starting date. Even during the approval process of the

-9.




1999 APS Settlement Agreement, the variance granted to Rule 1606(B) was

2 referred to as a “corresponding delay,” that is, “corresponding” to the delay in
3 implementation of Rule 1615. Moreover, the competitive bidding and other
4 power procurement provisions of Rule 1606(B) refer only to “Utility
5 Distribution Companies,” which in the parlance of the Electric Competitions
6 Rules is used only to describe Affected Utilities such as APS in their post-
7 divestiture state of restructuring. Practically speaking, it would make little sense
8 for a still vertically-integrated utility to bid for resources it already owns, a
9 concession that even merchant generators such as Sempra have acknowledged in
10 response to the Company’s data requests.
11 |
1 IV. AFFILIATE RULES AND CODE OF CONDUCT
Q. HOW LONG HAS THE COMMISSION HAD COMPREHENSIVE
13 AFFILIATE TRANSACTION REGULATIONS IN EFFECT?
14 | A. The Affiliate Rules were, in their present form, enacted in 1990. They address
15 - both specific types of affiliate transactions and more generic issues such as cost
16 allocation, diversification, etc. The Affiliate Rules are organized as follows:
17 Rule 801 — Definitions
18 Rule 802 — Applicability (Class A utilities and affiliates)
19 Rule 803 — Regulates organizations and reorganizations at the
holding company level; this includes any acquisition of or divestiture
20 of an affiliate of the Arizona utility and even the acquisition or
3 divestiture of a financial interest in such affiliate
1
‘ Rule 804 — Requires prior approval of specific transactions
22 between the utility and any affiliate; requires affiliates to make
”3 books and records available to the Commission
Rule 805 — Requires annual report on affiliates and affiliated transactions
24 as well as future business plans of the holding company and affiliates
25 Rule 806 — Allows waivers of Affiliate Rules if “in the public interest”
26 _ ;

-10-




1| Q. DID THE COMMISSION ALSO ADDRESS AFFILIATE
2| ENACTMENT OF COMPREHENSIVE AFFILIATE RULEST
3 A, Yes. In Decision Nos. 56548 (July 12, 1989) and 55196 (September 18, 1986),
4 the Commission imposed both substantive and procedural provisions governing
5 affiliate transaction specific to APS and its affiliates. These orders were
6 subsequently rescinded or modified by the Commission, but they evidence that
7 the Commission is far from powerless to address concerns about the poteﬁtial
8 for affiliate abuse. Moreover, the Commission still retains the power to disallow
9 affiliate charges in rate proceedings if it finds them imprudent.
1 Q. DO SOME OR ALL THE MERCHANT PLANT INTERVENORS HAVE
11 REGULATED ELECTRIC UTILITY AFFILIATES?
12 I A.  Yes, although most of them claimed that information was either confidential or
13 claimed not to know what the word “affiliate” meant. Sempra, Reliant, Duke,
14 Panda/TECO, PG&E, AES and PPL all have traditional electric utility affiliates.
b Q. WILL ANY OF THEM BE SUBJECT TO THE AFFILIATE RULES?
16 A.  Not unless the Commission chooses to make them so. At present, only entities
17 affiliated with an Arizona electric utility having at least $5 million in annual
18 retail sales are subject to affiliate restrictions, and according to Commission
19 records, no such Arizona retail utility affiliates of the merchant plant intervenors
20 iy
21 o
22| Q. DOES APS PRESENTLY HAVE IN EFFECT A CODE OF CONDUCT ¢
GOVERNING ITS RELATIONS WITH VARIOUS AFFILIATES?
2. A. It has both a Commission-approved Code of Conduct and a FERC-approved
24 Code of Conduct. Below is a brief description of the origin and purpose of each
> of these Codes of Conduct:
26 )

-11-
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The Commission-approved Code of Conduct is in accordance with Rule 1616 of
the Electric Cdmpetition Rules and reprcsented a Staff-APS joint proposal.
Subsequent to the Code of Conduct’s approval in Decision No. 62416 (April 3,
2000), the Company submitted Policies & Procedures (“P&P”) to implement the
Code of Conduct, which were in turn reviewed by Commission Staff for

conformity with the requirements of Decision No. 62416.

The FERC Code of Conduct is intended to protect captive customers from |
subsidizing unregulated or competitive activities. The Standards of Conduct

prevent discriminatory access to both physical facilities and network

information. See Re Pinnacle West Capital Corp., 95 FERC 961,300 at 62,026

(2001). |

DO YOU BELIEVE THE COMMISSION’S AFFILIATE RULES AND

THE COMMISSION AND FERC-APPROVED CODES OF CONDUCT
ARE SUFFICIENT TO PREVENT AND REMEDY AFFILIATE ABUSE?

Yes. They are more than sufficient, at least for utilities that are covered by them
such as APS. As noted above, the Commission can also issue individual orders
both in and outside the context of rate proceedings on this issue and can disallow
the recovery of specific costs from Arizona consumers. Neither of these is true,
of course, with regard to those power suppliers in Arizona that are exempt from

the Affiliate Rules and the requirements of Rule 1616, and which are not

21
22
23
24
25
26

otherwise “public service corporations.” I will concede that most, but not all
these entities, have FERC Codes of Conduct and are subject to FERC’s
Standards of Conduct. Whether that standing alone is sufficient to address any
Commission concerns is an issue for the Commission to determiné in this or

some later proceeding.

-12-
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THE JURISDICTIONAL ISSUE

WOULD DIVESTITURE OF APS’ GENERATION TO PWEC RESULT
IN THE FERC HAVING JURISDICTION OVER APS PURCHASES OF
ELECTRICITY?

FERC has had that jurisdiction since the 1930s. The transfer of APS generation

to PWEC or, for that matter, to anyone else, would not change that fact.
Without significant owned-generation, however, APS will obviously have to
purchase most of its Standard Offer service requirements from wholesale
suppliers. This too has always been understood since the ﬁrst additions of Rule
1606 and Rule 1615 to the Electric Competition Rules back in 1998. However,
by submitting its proposed PPA to the Commission for its review and approval
even prior to filing the agreement with FERC, the Company offered the
Commission an opportunity quite possibly not available to it should it be

required to purchase power from non-affiliates.

EVEN THOUGH DIVESTITURE DOES NOT CHANGE THE HISTORIC
JURISDICTIONAL SEPARATION BETWEEN STATE AND FEDERAL
REGULATORS, SHOULDN’T THE COMMISSION BE CONCERNED
THAT FERC WILL PERMIT HIGHER RATES THAN WOULD HAVE
BEEN THE CASE UNDER THIS COMMISSION’S TRADITIONAL
RATEMAKING SYSTEM?

No. Such FERC-aufhorized rates might be either higher or lower than cost-of-
service, unless the wholesale transaction itself is cost-based in the same manner
as the proposed PPA. But to the extent APS must obtain power from non-
affiliated sources, it is a risk the Commission has already decided to accept
under the competitive-bidding or other market-based power acquisition
strategies contemplated by Rule 1606(B). In the Staff Report dated March 22,
2002, the need for Commission monitoring of and participation in FERC market
proceedings is addressed in some detail. Letters in this Docket from two of the

Commissioners specifically address such a Commission role. APS supports

-13 -




O o0 ~3 N

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

VL

@

these efforts and believes the Commission can be an effective voice in support

of Arizona consumers.

CONCLUSION

DO YOU HAVE ANY CONCLUDING REMARKS?

 Yes. Divestiture of APS generation to PWEC has been a requirement of the

Electric Competition Rules for years. It was an integral part of two settlements,
the second of which was adopted by the Commission and upheld as binding by
the Courts. Over the past 20 months, APS has undertaken numerous steps and
spent millions of dollars to be in a position to effectuate that divestiture as
agreed to in 1999. Divestiture is also the basis for the competitive bidding

provision of Rule 1606, which makes absolutely no sense in its absence.

The Commission and FERC have adequate provisions in place to prevent, detect
and correct affiliate abuse and discriminatory treatment of any nature. These
include comprehensive Affiliate Rules and Codes of Conduct (and the P&P and

FERC Standards of Conduct), individual orders, and after-the-fact rate reviews.

APS purchases from the competitive wholesale market are and have been
regulated by FERC. The Commission has full power and authority to monitor
and participate in FERC proceedings and can review the prudence 6f
discretionary APS procurement decisions after-the-fact in individual rate cases.
Under terms of the proposed PPA, Commlssmn involvement would also have

been extended to encompass before-the-fact review and approval.
DOES THAT CONCLUDE YOUR INITIAL WRITTEN TESTIMONY IN
THIS GENERIC PROCEEDING?

Yes, it does.

-14-




-15-

o~ o O

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26



- APPENDIX A

STATEMENT OF WITNESS QUALIFICATIONS

Jack E. Davis is President for Pinnacle West Capital Corporation (PWCC) and President
of Energy Delivery and Sales for Arizona Public Service Company (APS). As President
of PWCC, Mr. Davis has responsibility for Bulk Power Marketing & Trading. As APS
President for Energy Delivery and Sales, Mr. Davis has responsibility for Transmission
Planning and Operations, Customer Service, Economic Development, and Pricing and
Regulation. Mr. Davis is also on the Boards of PWCC and APS, as well as the Boards of
- APS Energy Services and Pinnacle West Energy Corporation.

Mr. Davis graduated from New Mexico State University in 1969 with a Bachelor of
Science Degree in Medical Technology and in 1973 with a Bachelor of Science in
Electrical Engineering. He joined APS in 1973 and has held various supervisory and
managerial positions in both the APS System Planning and Power Contracts and APS
System Operations Departments. In 1990, Mr. Davis was named APS Director of System
Development and Power Operation and thereafter promoted to APS Vice-President of
Generation and Transmission in 1993. In October 1996, he was named APS Executive
Vice-President of Commercial Operations and in 1998 he was promoted to the position of
APS President, Energy Delivery and Sales. In March of 2000, he became the Chief
Operating Officer for PWCC and in February 2001, was promoted to President of
PWCC.

Mr. Davis has served as the past-Chairman of the Western Systems Coordinating Council
(WSCC) and is a member of its Board of Trustees. He is also past-Chairman on the
Western Systems Power Pool as well as past-President of Western Energy and Supply
Transmission (WEST) Associates. Mr. Davis is presently a member of the National Electric
Reliability Council Board of Trustees, and he is a registered professional Engineer in the
State of Arizona.
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3 | | OPINION AND ORDER
14 DATES OF HEARING: July 12, 1999 (pre-hearing conference) July 14, 15, 16,
| ' 19,20, and 21, 1999
15 1 PLACE OF HEARING: Phoenix, Arizona
16 | PRESIDING OFFICER: Jerry L. Rudibaugh
17 H\TAT’I‘ENDANCE: _ - Carl J. Kunasek, Chairman -
18 | ' Jim Irvin, Commxssmner ’
19 | APPEARANCES: o M. Steven M. Wheeler, Mr. Thomas Mumaw and Mr.
Jeffrey B. Guldner, SNELL & WILMER, LLP, on
20 behalf of Arizona Public Service Company;
21 1. ~ Mr. C. Webb Crockett and Mr. Jay Shapiro,
' . FENNEMORE CRAIG, on behalf of Cyprus Climax.
22 / Metals, Co., ASARCO, Inc., and Arizonans for Electric
Ch01ce & Cornpetltxon, ,
By PRI M. Scott S. Wakefield, Chief Counsel, and Ms. Karen
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Office; : _
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Mr. Robert S. Lynch on behalf of the Aﬁzona
Transmission Dependent Utility Group;

Mr. Walter W. Meek on behalf of the Arizona Utility
Investors Association;

Mr. Douglas C. Nelson, DOUGLAS C. NELSON, P.C.,
on behalf of Commonwealth Energy Corporation;

Mr. Lawrence V. Robertson, Jr., MUNGER &
CHADWICK, and Ms. Leslie Lawner, Director
Government Affairs on behalf of Enron Corporation,
" and Mr. Robertson on behalf of PG&E Energy Services;

Mr. Lex J. Smith, BROWN & BAIN, P.A., on behalf of
Illinova Energy Partners and Sempra Energy Trading;

Mr. Randall H. Wemer, ROSHKA, HEYMAN &
DeWULF, P.L.C., on behalf of NEV Southwest;

Mr. Norman Furuta on behalf of the Department of the
Navy; ,

Mr. Bradley S. Carroll on behalf of Tucson Elecmc
Power Company; and

Mr. Christopher C. Kempley, Assistant Chief Counsel
and Ms. Janet F. Wagner, Staff Attorney, Legal Division
on behalf of the Utilities Division of the Arnzona
Corporation Commission.

BY THE COMMISSION:

On December 26, 1996, the‘Arizbona Corpofati,onCommission (“Commission”) in Decision

I No. 59943 enacted A.A.C. R14-2-1601 through R14-2-1616 (“Rules” or “Electric Competition

Rules”).
| On June 22, 1998, the Commission issued Decision No. 60977, the Stranded Cost Order
which required each Affected Utility to file a plan for stranded cost recovery.

On August 10, 1998, the Commission issued Decision No. 61071 which made modifications

-J to the Rules on an emergency basis.

On Auoust 21, 1998 Arizona Public Service Company (“APS”) filed 1ts Stranded Costs plan.
On November 5 1998 'APS filed a Settlement Proposal that had been entered into with the
Commission’s Utilities Division Staff (“Staff Settlement Proposal”). Our November 24, 1998

Procedural Order set the matter for hearing. On November 25, 1998, the Commission issued

2 - pecisionNo. (/4.3
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Decision No. 61259 wﬁich established an expedited procedural schedule for evidentiary hearings on
the Staff Settlement Proposal. |

On November 30, 1998, the Arizona Attorney General’s Ofﬁce, in association with numerous -
other parties, filed .a Verified Petition for Special Action e,nd Writ of Mandamus with the Arizona
Suprerue Court (“Court”) regarding the Commission’s November 25, 1998' Procedural Order,
Decision No. 61259. The Attomey: General sought a Stay of the Commission’s consideration of the
Staff Settlement Proposal with APS and Tucsou Electric Power Company (“TEP”).

On December 1, 1998, Vice Chief Justice Charles J. Jones granted a Motion for Immediate
Stay of the Procedural Order. On Decerriber 9, 1998, the Commission Staff ﬁled a notice with the
Supreme Court that the‘ Staff Settlement Proposal had_ been withdrawn from Commission
consideration. | _ |

On April 27, 1999, the Comrmssmn issued Dec1sxon No 61677, which modified DCCISIOD No.
60977. On May 17 1999, APS filed with the Comm1ssmn a Notice of Filing, Apphcatxon for
Approval of Settlement Agreement (“Settlement” or “Agreement”) and Request for Procedural
Order. =~

Our May 25, 1k999 Procedural Order set the matter for hearing comruencing on July 14, 1999.

'I'hls ‘matter came before a duly authonzed Hearing Ofﬁcer of the Commission at its ofﬁces in
Phoemx Anzona APS, Cyprus Climax Metals, Co ASARCO Inc., Arizonans for Electric Choice
& Competition (“AECC”), Residential Utility Consumer Office (“RUCO”) the Arizona Community
Action Associati_on (“ACAA”), the Arizona Consumers Council, the Arizona Transmission
Dependent Utility Group, the Arizona Utility Investors Association, Enron Corporation, PG&E
Energy Services, Illinova Energy Partuers, Sempra Energy Trading, NEV Southwest‘, the Department

of the Navy, Tucson Electric Power Company, Commonwealth Energy Corporation

' The Parties to the Proposed Settlement are as follows: the Residential Utility Consumer Office, Arizona Public

Service Company, Arizona Community Action Association and the Arizonans for Electric Choice and Competition which
is a coalition of companies and associations in support of competition that includes Cable Systems International, BHP
Copper, Motorola, Chemical Lime, Intel, Honeywell, Allied Signal, Cyprus Climax Metals, Asarco, Phelps Dodge,
Homebuilders of Central Arizona, Arizona Mining Industry Gets Our Support, Arizona Food Marketing Alliance,
Arizona Association of Industries, Arizona Multi-housing Association, Arizona Rock Products Association, Arizona
Restaurant Association, Arizona Retailers Association, Boeing, Arizona School Board Association, Nano_nal Federation
of Independent Business, Arizona Hospital Association, Lockheed Martin, Abbot Labs and Raytheon.

3 pEcisioNNo. (p / 473
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(*Commonwealth”) and Staff of the Commiseion appeared through eounsel. Eilidence was presented
concerning the Settlement Agreement, and after a full public hearing, this matter was adjourned
pending submission of a Recommended Opinion and Order by the Presiding Officer to the
Commission. In addition, a post-hearing briefing schedule was established with simultaneous briefs
filed on August 5, 1999,

DISCUSSION

Introduction
The Settlement provides for rate reductions for residential_ and business customers; sets the
amount, method, and recovery period of stranded costs that APS can collect in customer charges;
establishes unbundled rates; and provides that APS will separate its generating facilities, which will
operate in the competitive market, from its distnibution system, which will continue to be regulated.
According to APS, the Settlement was the product of months of hard negoti*etions with
various customer groups. APS opined that the Setflernent provides many clear benefits to customers,

potential competitors, as well as to APS. Somie of those benefits as listed by APS are as follows:
. Allowing competition to commence in APS’ service territory months before otherwise
possible and expanding the initial ehglble load by 140 MW;

~*  Establishing both Standard Offer and Direct Access rates, and providing for annual
rate reductions with a cumulative total of as much as $475 million by 2004;

. Ensuring stability and certainty for both bundled and unbundled rates;

. Resolving the issue of APS’ stranded costs and regulatory asset recovery in a fair and
equitable manner;

. Providing for the divestiture of generation and competitive services by APS in a cost-
effective manner;

. Removing the specter of years of litigation and aopeals involving APS and

Commission over competition-related issues;
*  Continuing support for a regional ISO and the AISA;
. Continuing support for low income pmgramé; and

*  Requiring APS to file an interim code of conduct to address affiliate relationships.

4 DECISION NO. (é / 9 3
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The Settlement was entered into by RUCO and the ACAA. reflecting Agreement by
residential customers of APS to the Settlement’s terms and conditions. In addition, the Settlement
was executed by fhe AECC, a coalition of commercial and industrial customers and trade
as.sociations. AECC opined that since residential aﬁd non—residential customers have agreed to the
Settlement, the “public interest” has been served. AECC indicated the Settlement was not pérfect but
was thé result of “give and take” by each of the parties. Accordingly, AECC urged the Commission
to protéct the “pub]ic interest” by approving the Settlement and not allow Energy Service Providers
(“ESPs”) to delay the benefits that competition has to offer.

Legal Issues: | |

| The Arizona Consumers Council (“Consumers Council”) opined that the Agreement was not
légal Beéause; .‘(1) there was no full rate proceedingz; (2) Section 2.8 of the Agreement violates
ARS. Séction 40-246, regarding Commission im'_tiafed rate reductions; and (3) the Agreement
illegally binds future Commissions.v According to the Consumers Council, the Com}nission does not
have evidence to support a finding that the rates propbsed in the Agreement are just and reasohable;
that the fate base proposed is proper; and asserted the proposed adjustment clause can not be
estabhshed outside a general rate case. | |

Staff argued that the Commission in Dec1sxon No. 59601, dated Aprl 26, 1996, has

previously determined just and reasonable rates for APS which must be charged until changed ix} al
rate procéeding. According to Staff, this case is not about changing existing rates, ‘but ‘instead
involves the intrdduction of a new service - direct access. The direct access rates have been designed
to replicate the revenue flow from existing rates. Staff opined that the Commission has routinely, and
lawfully, approved rates for new seﬁices butsidé of a rate case. Further, Stgff asserted thét the rates
proposed in the Settlement are directly related to a complete financial review. Staff indicatéd tﬁat the |
Consumers. Council has provided no contfafy information and should not be allbwed tokcollaterally‘
attack Decision No. 59601.

APS argued that no determination of fair value rate base (“FVRB”), fair value rate of return

2 Although the Consumers Council indicated they did not believe a full rate proceedmo was necessary, it is .

unclear as to the type of proceedmg thc Consumers Council believed was necessary.

5 ~ DECISIONNO. / 0/5/’7(3
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(“FVROR”), or other ﬁnanciél analysis is legally necessary to justify current APS rate levels, allow
the introduction of a new service, or to evaluate a series of voluntary rate decreases. In spite of that,
APS did provide information to support 2 FVRB of $5,195,675,000 and FVROR of 6.63 percent. No
other party presented evidence in support of a FVRB or FVROR. Staff supported APS.

We concur with Staff and APS.. The Consumers Council has provided no legal authority that
a full rate proceeding is necessary in order to adopt a rate reduction or rates for new services.
Further, pursuant to thé Arizona Constitution, the Commission has jurisdiction over ratemaking
matters. We also find that notice of the application and hearing was provided and that APS has
provided sufficient financial information to support a finding of FVRB and FVROR. Lastly, this

Commission can clearly bind future Commissions as a result of 1ts Decision. However, as later

discussed, we agree there are limitations to such legal authority.

Shopping Credit

One of thé most contentious issues in the hearing was the level of the “shopping credit.” The
‘V‘Shopping credit” is the difference between the customer’s Standard Offer Rate and the Direct Access
Rate ‘available to customers who take service from ESPs. The ESPs generally argued that the
Settlement’s “shopping credits” were not sufficient to allow a nefv entrant to make a proﬁt.v AECC
opined that such an argument was notﬁing more than a request to increase ESP’s profits.

Staff opined that the “shopping credit” was too low and.recommended it be increased without
impacting the stranded cost recovery amount of $350 million. Under Staff’s proposal, the increased
“shopping credit” would be offset by reducing the competitive transition charge (“CTCs”). Further,
Staff recommended that any stranded costs not collected could simply be deferred and collected after
2004.

The AECC expert testified that the “shopping credit” under the Agreement was superior to the
“Shopping Credit” in the Staff Settlement Proposal as well as the one offered to SRP’s customers.
APS argued that artificially high shopping credits will likely increase ESP profits without lowering

customer rates and will encourage inefficient firms to enter the market. Based on the analysis of the

5 | pECIsION No {2 [97 j
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40kW to 200 kW customer group’, APS showed an average margin on the “shopping credit” of over
8 mils per kWh or a 23 percent markup over cost. APS asserted that the test for a reasonable
“shopping credit” “should not be whether all ESPs can profit on all APS customers all of the time”.

~Based on the evidence presented, the “shopping credits™ appear to be reasonable to allow

ESPs to compete in an efficient manner. Further, we do not find customer rates should be increased

simply to have hi gher “shopping credits”.

Metering and Billine Credits

The metering and billing credits resulting from the Agrée_ment are based on decremental costs.
Several of the ESPs and Staff argued that these credits should be based upon embedded costs and not

decremental costs. APS responded that such a result could cause them to lose revenues since its costs

would only go down by the decremental amounts. Staff testified that the Company would not lose

significant income if it used embedded costs since it would free up resources to service new
customers. | |

We concur. The proposéd credits for metering, meter reading and billing* will result in a
direct access custorher paying a portion of APS costs as well as a portion of the ESP’s costs. We
believe this would stymie the competitive market for these services. As a result, we find the approval
of the Settlement should be conditioned upon the use of Staff’s pfoposed credits for metering, meter
reading, and biiling., L ; n | |
Proposed One-Year Advance Notice 'Reguirement:

Section 2.3 provides that

“Customers greater than 3MW who chose a direct access supplier must givev APS one
year’s advance notice before being eligible to return to Standard Offer service.’f

[emphasis added]

Several parties expressed concems that the one-year notice requirement to return to Standard
Offer service would create a deterrent to load switching by large industrial, institutional and

commercial customers. PG&E proposed that any increased cost could be charged directly to the

Represents over 80 ;Sercent of the general service customers for competitive access in phase one.
For.example, the monthly credits for a direct access residential customers are $1.30, $0.30, and $0.30 for

metéring, meter reading and billing, respectively. :

4
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customer as a condition to its return.
We agree that APS needs to have some protection from customers leaving the system when
market prices are low and jumping back on Standard Offer rates when market prices go up. The

suggestion by PG&E that the customer be allowed to go back to the Standard Offer if the customer

{ pays for additional costs it has caused is a reasonable resolution. Accordingly, we will order APS to

submit substitute language on this issue.
Section 2.8

Several of the parties expressed concern that Section 2.8 of the Agreement allows APS to seek
rate increases under specified conditions. .Additionally, as previously discussed, the Consumers
Council opined that Section 2.8 violated A.R.S. Section 40-246. Staff recommended the Commission
condition approval of .the Agreement on Section 2.8 being amended to include language that the
Commission or Staff may commence rate change proceedings under conditions paralleling those
provided to the utility, includix}g response to petitions submitted under A.R.S. § 40-246. |

We agree that Section 2.8 is too restrictive on the Commission’s future action. Accordingly,

we will condition approval of the Agreement on inclusion of the following language in Section 2.8:

- Neither the Commission nor APS shall be prevented from seeking or
authorizing a change in unbundled or Standard Offer rates prior to July 1,
2004, in the event of (2) conditions or circumstances which constitute an
emergency, such as an inability to finance on reasonable terms, or (b)
material changes in APS’ cost of service for Commission-regulated
services resulting from federal, tribal, state or local laws, regulatory
requirements, judicial decisions, actions or orders. Except for the changes
otherwise specifically contemplated by this Agreement, unbundled and
Standard Offer rates shall remain unchanged until at least July 1, 2004.

Section 7.1
The Consumers Council opined that there was language in the Agreement which would
illegally bind future Commissions. While Staff disagreed with the legal opinion of the Consumers

Council, Staff wae concerned with some of the binding language in the Agreement and in particular

with the following language in Section 7.1: ' N

7.1.  To the extent any provision of this Agreement is inconsistent with any existing
or future Commission order, rule or regulation or is inconsistent with the Electric
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Competmon Rules as now ex1stmg or as may be amended in the future, the provxsxons of
this Agreement shall control and the approval of the Agreement by the Commission shall
be ‘deemed to constitute a Commission-approved variation or exemption to any
conflicting provision of the Electric Competition Rules.

Staff recommended the Commission not approve Section 7.1.

-We share Staff’s concemns. We also recognize that the parties want to preserve their benefits
to their Agréement. We agree with the parties that to the_ extent any provision of the Agreement is
inconsistent with the Electric Competition Rules as finalized by the Commission in September 1999,
the provisions of the Agreement shall control. We want to make it clear that the Commiésion does
not mtend to revisit the stranded cost portion of the Agreement. It is also not the Commission’s
intent to undermine the benefits that parties have bargained for. With that sa1d the Commission must
be able to make rule changes/other future modifications that become necessary over time. As a
result, V;e will diréct the parties and Staff to file within. 10 days, a revis_ed Seqtion 7.1 cdnsistent with
the Commission’s discussions herein and subsequently approved by this Commission. i

Generation Affiliate
~ Section 4.1 of the Agreement provides the followmo

4.1  The Commission will approve the formation of an affiliate or affiliates of APS
to acquire at book value the competitive services assets as currently required by the
Electric Competition Rules. In order to facilitate the separation of such assets
“efficiently and at the lowest p0551b1e cost, the Commission shall grant APS a two-year
‘extension of time until December 31, 2002, to accomplish such separation. A similar
two-year extension shall be authorized for compliance with A.A.C. R14-2-1606(B).

Related to Section 4.1 is Section 2.6(3) which allows APS to defer costs of forming the gen-eratiop
affiliate, to be collected beginning July 1, 2004. | |

According to NEV Southwest APS indicated that it mtends to establish a generanon affiliate
under Pinnacle West, not under APS. Further, that APS intends to procure generation for standard
offer c_ustoxﬁers from the wholesale generation market as provided for in the Electric Competition
Rules. Additionally, it was NEV Southwest’s understanding that the affiliate generation company
could bid for the APS standard offer load under an affiliate FERC tariff, but there would be no
automatic privilege outside of fhe market bid. | NEV Southwest supports the aforementioned concepts
and recommended they be explicitly stated in the Agreement.

We concur with NEV Southwest. We shall order APS to include language as requested by

9 - pecsionNo. (/9713
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NEV SouthWest. Power for Standard Offer Service will be acquired in a manner consistent with the
Commission’s Electric Competition Rules. We generally support the request of APS to defer those
costs related to formation of a new generation afﬁliéte pursuant to the Electric Competition Rules.
We also recognize the Company is making a business decision to transfer the generation assets to an
affiliate instead of an unrelated third party. As a result, we find the Company’s proposed mitigation
of stranded costs’ in the Settlement should also apply to the costs of forming the new generation
affiliate. Accordingly, Section 2.6(3) should be modified to reflect that only 67 percent of those costs
to transfer generation assets to an affiliate shall be allowed to be deferred for future collection.

Some parties were concerned that Sections 4.1 and 42 provide in effect that the Commission
will have approved in advance any proposed financing arrangements associated with future transfers
of “competitive services” assets to an affiliate. As a result, there was a recommendation that the
Commission retain the right to review and approve or reject any proposed financing érrangements. In
addition, some parties CXpressed concern that APS has not definitively described the assets it will
retain and which it will transfer to an affiliate. | |

We share the concerns that the non-competitive portioh of APS not subsidize the spun-off
competitive assets thrdugh an unfair financial arranéement. We want to makefit clear that the
Commission will closely scrutinize the capital structure of APS at its 2004 rate case and make any
necessary adjustments. The Commission supports and authori.zés the transfer by APS to an affiliate

or affiliates of all its generation and competitive electric service assets as set forth in the Agreement

no later than December 31, 2002. However, we will require the ‘C'ojr‘npany to provide the Commission -

with a specific list of any'assetskt“o be so transferred, along with their net book values at the time of

transfer, at least thirty days prior to the actual transfer. The Commission reserves the right to verfy
whether such specific assets are for the provision of generation and other competitive electric
services or whether there are additional APS assets that should be so transferred.

Unbundled Rates

Several parties expressed concern that the Agreement’s unbundled rates fail to provide the

Agreement to not recover $183 million out of a claimed $533 million.

10 DECISION No./ 7 '/ 9 73
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necessary information to determine whether a competitor’s price is lowef than the Standard Offer
rate. Further, some of the parties asserted that APS has not performed a functional c()st-'of-servicé
study and as a result the Settlement’s “shopping credit” is an artificial division of costs. In response,
APS indicated the Standard Offer rates can not be unbundled on a strict cost-of-service basis unless
the Standard Offer rates are redesigned to equal cost-of-service. APS opined that such a process
would reéult in significant rate increases for many customers. |

" AECC asserted that a full rate casé would result in additionalr months/years of delay with
continued drain of resources by all interested entities. | |

‘The‘ESPs assefted that the bill format proposed. by'APS 1s misleading and too compiex. In
general, the ESPs desired a bill format that would allow customers to easily compare Standard Offer
and Direct Access charges in order to make an informed decision. As a result, APS was directed to
circulate an Inforrhational' Unbundled Standard Offer Bill (“Bill”) to the parties for comments.
Subseqﬁent to the hearing, a Bill was cifculated to the parties for comments to determine what
consensus could be feached on its f'ormat.» In general, there was little dispute with the format of the
Bill. However, PG&E and Commonwealth disagreed with the underlyiﬁg cost allocation.
methodologies. Enron was concerned that the Bill poftrayéd the Standard Offer to be more simplistic
than the Direct Access pbrtion of the Bill. Enron proposed a bill formatv that would clearly identify
those services which are available from an ESP. Based on comments from RUCO and Staff, APS
made general revisions to the proposed Bill. -

We find the APS Attachment AP-1R, second revised dated 8/16/99 provides sufficient
information in a éoncise manner fo enable customers to make an informed choice. (See Attachment
No. 2 hefein). However, we find the Enron breakdown into a Part 1 versus Parts 2 and 3 will further
help educate customers as to choice. We Will direct APS to ﬁkthef revise its Bill to have a Part 1 as
set forth by thé ‘Enron breakdown. We belié_ave Parts 2 and 3 can be combined for simplicity.

We concur with APS that it is not necessary to file a revised cost-of-service study at this time.
The pioposed Standard Offer rates CQntaincd in the Settlement are Based dn existing tariffs approved
by this Commission. Further, we coﬁcur with AECC that a full rate case with a revised c‘:ost%of‘-

service study would result in months/years of additional delay. Lastly, the Standard Offer rates as | |

IRt | 'DECIS'ION_NOQQ/ 973
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proposed in the Settlement are consistent with the Commission’s requirement that no customer shall

receive a rate increase. The following was extracted from Decision No. 61677:

“No customer or customer class shall receive a rate increase as a result of
stranded cost recovery by an Affected Utility under any of these options.”

Code of Conduct

There were concemns expressed that APS would be writing its own Code of Conduct.
Subsequently, APS did provide a copy of its préposed Code of Condu;t to the parties for comment.
Several parties also expressed concern that any Code of Conduct would not cover the actions of a
single company during the two-year delay for transferring generation assets.

Based on the above, we will direct APS to file with the Commission no later than 30 days of

the date of this Decision, its inteﬁm Code of Conduct. We will direct APS to file its revised Code of |

Conduct within 30 days of the date of this Decision. Such Code of Conduct should also include
provisions to govern the supply of generation »dun'ng the two-yéar period of delay for the transfer of
generation assets so that APS doesn’t give itself an undue advantage over the ESPs. All parties shall
have 60 days from the date of this Decision to provide their comments to APS regarding the revised
Code of Conduct. APS shall file its final proposed Code of Conduct within 90 days of the date of this
Decision. Subsequently, within 10 days of filing the Code of Conduct, the Hearing Division shall

establish a pfocedural schedule to hcar.the matter.

Section 2.6(1)

Pursuant to the Agreement, the Commission shall approve an adjustment clause or clauses
which among other things would provide for a purchased power adjustor (“PPA”) for service after
July 1, 2004 for Standard Offer obligations. Part of the justification for the PPA was the fact that
these costs would be outside of the Company’s control. |

| We concur that a PPA would result in less risk to the Company resulting in lower costs for

the Standard Offer customers. As a result, we will approve the concept of the PPA as set forth in

Section 2.6(1) with the understanding that the Commission can eliminate the PPA once the R

Commission has provided reasonable notice to the Company.
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Reqguested Waivers

Section 4.3 of the Agreement would automatically act to exempt APS and its affiliates from
the application of a wide range of provisions under A.R.S. Title 40. In addition, under Section 4.5 of

the Agreement, Commission approval without modification will act to grant certain waivers to APS

‘and' its affiliates of a variety of the provisions of the Commission’s affiliate interest rules (A.A.C.

R14-2-801, et seq.), And the rescission of all or portions of _certain prior Commission decisions.

Staff recommended that the Commission reserve its approval of the requested statute waivers

until such time as their applicability can be evaluated on an industry-wide basis, rather than providing

a blanket ekemption for APS and its affiliates. Additionally, Staff recommended that the
Commission not waive ;(he'applicability of A.A.C. R14-2-804(A), in order to preserve the regulatory
authority needed by the Commission to justify approving Exempt Wholesale Generator (“EWG”)
status for APS’ generatlon afﬁhate |

We concur w1th Staff Accordmcrly, the requested statutory warvers shall not be granted by
this Decision. Those waivers will be considered in an industry-wide procecdlng to be soheduled at
the Commission’s earliest convenience. The requésted waivers of affiliate interest rules and

rescission of prior Commission decisions shall be granted, except that the provisions of A.A.C. R14-

 ANALYSIS/SUMMARY

Consistent with our determination in Decision No. 60977, the following primary objectives B

need to be taken into considération in deciding the overall stranded cost issue:

A. Provide the Affected Utilities a reasonable opportunity to collect 100 percent of their
- unmitigated stranded costs; o

B. Provide incentives for the Affected Utilities to maximize their mitigation effort;

C. Accelerate the collection of stranded costs into as short of a transmon period as
possible consistent with other objectives;

D. Minimize the stranded cost impact on customers remaining on the standard offer

Don’t confuse customers as to the bottom line; and

5 DECISIONNo.-( 21973
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F. Have full generation competition as soon as possible.
The Commission also recognized in Decision No. 60977 that the aforementioned objectives
were in conflict. Part of that conflict is reflected in the following language extracted from

Decision No. 60977:

One of the main concerns expressed over and over by various consumer groups
was that the small consumers would end up with higher costs during the transition
phase and all the benefits would flow to the larger users. At the time of the hearing,
there had been minimal participation in California by residential customers in the
competitive electric market place. It is not the Commission’s intent to have small
consumers pay higher short-term costs in order to provide lower costs for the larger
consumers. Accordingly, we will place limitations on stranded cost recovery that will
minimize the impact on the standard offer.

Decision No. 61677 modified Decision No. 60977 and allowed each Affected Utility to chose from
five options.

With the modifications contained herein, we find the overall Settlement satisfies the
objectives set forth in Decision Nos. 60977 and 61677. We believe the Settlement will result in an

orderly process that will have real rate reductions® during the transition period to a competitive

generation market. The Settlement allows every APS customer to have the immediate opportunity to
benefit from the change in market structure while maintaining reliability and certainty of delivery.
Further, the Settlement in conjunction with the Electric Rules will provide e';'ery APS customer with
a choice in a reasonable timeframe and in an orderly manner. If anything, the Proposed Settlement
favors customers over competitors in the short run since APS has agreed to reductions in rates
totaling 7.5 percent’. This Commission supports competition in the generation market because of
increased benefits to customers, including 1ower rates and greater choice. While some of the
potential competitors have argued that higher “shopping credits” will result in greater choice, we find
that a higher shopping credit would also mean less of a rate reduction for APS customers. We find

that the Settlement strikes the proper balance between competing objectives by allowing immediate

6 L . .
There have been instances in other states where customers were told they would receive rate decreases which

were then offset by a stranded cost add-on.
Pursuant to Decision No. 59601, dated Apnl 24, 1996, 0.68 percent of that decreasc would have occurred on July

1, 1999,

14 ~ pecisionno. (,1973
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rate reductions while maintaining a relatively short transition period for collection of stranded costs,
followed shortly thereafter with a fuil rate case. At that poi‘nt in time the collection of stranded costs
will be completed and unbundled rates can be modified based upon an updated cost study. |
* * * %* * ok * * ok *
Having considered the entire record herein and being fully advised in the premiées, the

Commission finds, ¢oncludes, and orders that:

FINDINGS OF FACT

1. APS is certificated to provide electric service as a public service corporation in the
State of Arizona.

2. Decision No. 59943 enacted R14-2-1601 through -1616, the Retail Electric
Competition Rules. ' B

3. Following a hearing on generic issues related to stranded costs, the Commission issued
Decision No. 60977, dated June 22, 1998. |

4, Decision No. 61071 adoptéd the Emergency Rules on a permanent"basis.

5. On August 21, 1998, APS filed its Stranded Costs plan.

6. On November 5, 1998, APS filed the Staff Settlement Proposal.

7 Our November 24, 1998 Procedural Order set the matter fof 'hearing‘.

8 Decision No. 61259 ésfabiishéd an expedited procedurai ‘schedule for evidentiary
hearings on the Staff Settlement Proposal. | |

9. The Court issued é Stay of the Commission’s cohsideration of the Staff Settlement
Proposal. ‘ | | |

10. Staff withdrew the Staff Settlement Proposal frorﬁ Commission consideration.
R - 11.-  OnMay 17, 1999, APS filed its Settlement requesting Commission approvai.

120 Our May 25, 1999 Procedural Order set the Settlement for hearing commencing on

July 14, 1999. | |

13.  Decision No. 61311 (January 11, 1999) stayed the effectiveness of thé Emergenqy
Rules and’relyated Decisions, and ordered the Hearing Division to cbnduct further proceedings in this

Docket.
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14. | In Decision No. 61634 (Apnl 23, 1999), the ConunisSion adopted modifications to
R14-2-201 through-207, -210 and 212 and R14-2-1601 through ~1617. . |

15. Pursuant to Decision No. 61677, dated Aprl 27, 1999, the Commission modified
Decision No. 60977 whereby each Affected Utility could choose one of the following options: (a)
Net Revenues Lost Methodology; (b) Divestiture/Auction Methodology; (c)‘Financial Integrity
Methodology; (d) Settlement Methodology; and (e) the Alternative Methodology. |

16.  APS and other Affected Utilities ﬁled with the Arizona Superior Court various appeals
of Commission Orders adopting the Competition Rules and related Stranded Cost Decisions (the
“Outstanding Litigation™).

17. Pursuant to Decision No. 61677, APS, RUCO, AECC, and ACAA entered into the
Settlement to resolve numerous issues, including stranded costs and unbundled tariffs.

18.  The difference between market based prices and the cost of regulated power has been
generally referred to as stranded costs.

19. Any stranded cost recovery methodology must balance the interests of the Affected
Utilities, ratepayers, and the move toward competition.

’ 20. ‘All current and future customers of the Affected Utilities should pay their fair-share of

stranded costs. |

21. Pursuant to the terms of the Settlement Agreement, APS has agreed to -tile
modification of its CC&N in order to implement competitive retail access in its Service Territory.v

22, The Settlement Agreement provides for competitive retail access in APS’ Service
Territory, establishes rate‘ reductions for all APS customers, sets a mechanism for stranded cost
recovery, resolves contentious litigation, and therefore, is in the public interest and should be
approved. |

23.  The information and formula for rate reductions contained in Exhibit AP-3 Appended

to APS Exhibit No. 2 provides current financial support for the proposed rates.

24. RUCO, ACAA, and AECC collectively, represent residential and non-residential

customers.

25.  According to AECC, the Agreement results in higher shopping credits than in the Sfaff

16 DECIS‘ION No. (1973
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Settlement Proposal as well as those offered by SRP.

26.  The decremental approach for metering and billing will not provide sufficient credits
for competitors to compete.

27. Pursuant to the Settlement, customers will receive substantial rate reductions without
the necessity of a full rate case. |

| 28.  AnAPSrate casewould take a minimum of one vear to complete. |

29.  ESPs that have been certificated have shown more of an interest in serving larger
business customers than residential customers. | | |

30. Itis notin the ptxblic or customers’ interests to forego guaranteed Standard Offer rate
reductions in order to have a higher shopping credit.

31.  The Settlement will permit competition in a timely and efficient manner and insure all
customers benefit during the transition period. ’

32.  Based on the evidence presented, the FVRB and FVROR of APS is determined to be
$5,195,675,000 and 6.63 percent, respectively. | o :

33.  The terms and conditions of the Settlement Agreement as modified herein are just and
reasonable and in the public interest.

CONCLUSIONS OF LAW

1. The Affected Utili‘ties are public service corporations within the_ meaning of the
Arizona Constitution, Article XV, under AR.S. §§ 40-202, -203, -250, -321, -322, -331, -336, -361, -
365, -367, and under the Arizona Revised Statutes, Title 40, generally.

2. The Commission has Junsdlctlon over the Affected Utilities and of the subject matter
contained herem | |
3. Notice of the proceedxﬁg has been given in the manner prescnbed by law.
4. The Settlement Agreement as modlﬁed herein is ]ust and reasonable and in the public

interest and should be approved.

5. APS should be authorized to implement its Stranded Cost Recovery Plan as set forth

in the Settlement Agreement.

6.  APS’ CC&N should be modified in order to permit competmve retail access in APS’

| 17 pecsionno. (/92T
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CC&N service territory.

7. The requested statutory waivers should not be granted at this time. A proceeding
should be commenced to consider statutory waivers on an industry-wide basis. The other waivers
requested by APS in the Settlement should be grantéd as modified herein, except that the provisions
of A.A.C. R14-2-804(A) shall not be waived. |

| ORDER

IT IS THEREFORE ORDERED that the Settlement Agreement as modified herein is hereby
approved and all Commission findings, approvals and authorizations requested therein are hereby
granted. |

IT iS FURTHER ORDERED that Arizona Public Service Company’s CC&N is hereby

modified to permit competitive retail access consistent with this Decision and the Competition Rules.

IT IS FURTHER ORDERED that within 30 days of the date of this Decision, Arizona Public |

Service Company shall file a proposed Code of Conduct for Commission approval.
IT IS FURTHER ORDERED that Arizona Public Service Company shall file a revised

Settlement Agreement consistent with the modifications herein.

18 ~ DpEcisioNNo. [,/ 973
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- IT IS.FURTHER ORDERED that within ten days of the date the proposed Code of Conduct
is filed, the Hearing Division shall issue a Proc’:e.duraI' Order setting a procedural schedule for
consideration of the Code of Conduct.

IT IS FURTHER ORDERED that this Decision shall become effective immediately.
' BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

';CHAMIAN ’ S COMMISSIONER ~COMMISSIONER

IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive
Secretary of the Arizona Corporation Commission, have
" hereunto set my hand and caused the official seal of the

Commyission to be affixed at the Capitol, in the City of Phoenix,
' thi:m) day om 1999. _ _

DISSENT
JLR:dap
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Paul A. Bullis, Chief Counsel
LEGAL DIVISION

1200 W. Washington Street =
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Utilities Division Director

ARIZONA CORPORATION COMMISSION
1200 W. Washington Street
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ATTACHMENT 1

SETTLEMENT AGREEMENT
May 14, 1999

This settlement agreement ("Agreement”) is entered into as of May 14, 1999, by
Arizona Public Service Company ("APS" or the "Company") and the various signatories to
. this Agreement (collectively, the “Parties™) for the purpose of establishing terms and
conditions for the introduction of competition in generation and other competitive services that
are just, reasonable and in the public interest.

INTRODUCTION

In Decision No. 59943, dated December 26, 1996, the Arizona Corporation

Commission (“ACC” or the "Commission") established a "framework" for introduction of
competitive electric services throughout the territories of public service corporations in
Arizona in the rules adopted in A.A.C. R14-2-1601 et seq. (collectively, “Electric Competition .
Rules” as they may be amended from time to time). The Electric Competition Rules
established by that order contemplated future changes to such rules and the possibility of
waivers or amendments for particular companies under appropriate circumstances. Since their
initial issuance, the Electric Competition Rules have been amended several times and are
currently stayed pursuant to Decision No. 61311, dated January 5, 1999. During this time,

APS, Commission Staff and other interested parties have participated in a number of
- proceedings, workshops, public comment sessions and individual negotiations in order to

further refine and develop a restructured utility industry in Arizona that will provide

meaningful customer choice in a manger that is just, reasonable and in the public interest.

This Agreement establishes the agreed upon transition for APS to a restructured
entity and will provide customers with competitive choices for generation and certain other
retail services. The Parties believe this Agreement will produce benefits for all customers
through implementing customer choice and providing rate reductions so that the APS service
territory may benefit from economic growth. The Parties also believe this Agreement will
fairly treat APS and its shareholders by providing a reasonable opportunity to recover
prudently incurred investments and costs, including stranded costs and regulatory assets.

Specifically, the Parties believe the Agreement is in the public interest for the
following reasons. First, customers will receive substantial rate reductions. Second,
- competition will be promoted thrdugh the introduction of retail access faster than would have
~ been possible without this Agreement and by the functional separation of APS’ power
production and delivery functions. Third, economic development and the environment will

| DECISION .NO. /ﬂ/O7\j
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benefit through guaranteed rate reductions and the continuation of renewable and energy
efficiency programs. Fourth, universal service coverage will be maintained through APS’ low
income assistance programs and establishment of “provider of last resort” obligations on APS
for customers who do not wish to participate in retail access. Fifth, APS will be able to
recover its regulatory assets and stranded costs as provided for in this Agreement without the
necessity of a general rate proceeding. Sixth, substantial litigation and associated costs will be
avoided by amicably resolving a number of important and contentious issues that have already
been raised in the courts and before the Commission. Absent approval by the Commission of
the settlement reflected by this Agreement, APS would seek full stranded cost recovery and
pursue other rate and competitive restructuring provisions different than provided for herein.
The other Parties would challenge at least portions of APS’ requested relief, including the
recovery of all stranded costs. The resulting regulatory hearings and related court appeals
would delay the start of competition and drain the resources of all Parties.

NOW, THEREFORE, APS and the Parties agree to the following provisions
which they believe to be just, reasonable and in the public interest:

TERMS OF AGREEMENT

ARTICLE I |
IMPLEMENTATION OF RETAIL ACCESS

1.1. The APS distribution system shall be open for retail access on July 1,
1999; provided, however, that such retail access to electric generation and other competitive
electric services suppliers will be phased in for customers in APS’ service territory in
accordance with the proposed Electric Competition Rules, as and when such rules become
effective, with an additional 140 MW being made available to eligible non-residential
custorners. The Parties shall urge the Commission to approve Electric Competition Rules, at
least on an emergency basis, so that meaningful retail access can begin by July 1, 1999.
Unless subject to judicial or regulatory restraint, APS shall open its distribution system to
retail access for all customers on January 1, 2001.

1.2.  APS will make retail access available to residential customers pursuant to
its December 21, 1998, filing with the Commission. '

, 1.3.. The Parties acknowledge that APS’ abxhty to offer retail access is
contingent upon numerous conditions and circumstances, a number of which are not within the
direct control of the Parties. Accordingly, the Parties agree that it may become necessary to
modify the terms of retail access to account for such factors, and they further agree to.address
such matters in good faxth and to cooperate in an effort to propose joint resolutions of any such
matters.

38 ]
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1.4. APS agrees to the amendment and modification of its Certificate(s) of
Convenience and Necessity to permit retail access consistent with the terms of this Agreement.
The Commission order adopting this Agreement shall constitute the necessary-Commission
Order amending and modifying APS’ CC&Ns to permit retail access consistent with the terms
of this Agreement.

ARTICLE II
RATE MATTERS

2.1. The Company’s unbundled rates and charges attached hereto as Exhibit A
will be effective as of July 1, 1999. The Company’s presently authorized rates and charges shall
be deemed its standard offer (“Standard Offer”) rates for purposes of this Agreement and the
Electric Competition Rules. Bills for Standard Offer service shall indicate individual unbundled
service cornponents to the extent required by the Electric Competition Rules.:

2.2.  Future reductions of standard offer tariff rates of 1.5% for customers
having loads of less than 3 MW shall be effective as of July 1, 1999, July 1, 2000, July 1,
2001, July 1, 2002, and July 1, 2003, upon the filing and Commission acceptance of revised
tariff sheets reflecting such decreases. For customers having loads greater than 3 MW served
on Rate Schedules E-34 and E-35, Standard Offer tariff rates will be reduced: 1.5%, effective
. July 1, 1999; 1.5% effective July 1, 2000; 1.25% effective July 1, 2001; and .75% effective
July 1, 2002. The 1.5% Standard Offer rate reduction to be effective July 1, 1999, includes
the rate reduction otherwise required by Decision No. 59601. Such decreases shall become
effective by the filing with and acceptance by the Commission of revised tariff sheets reflecting
each decrease. L : - :

‘ 2.3.  Customers greater than.3 MW who choose a direct access supplier must
give APS one year’s advance notice before being eligible to return to Standard Offer service.

© 2.4,  Unbundled rates shall be reduced in the amounts and at the dates set
forth in Exhibit A attached hereto upon the filing and Commission acceptance of revised tariff
sheets reflecting such decreases. ‘ ~

2.5. This Agreement shall not preclude APS from requesting, or the
Commission from approving, changes to specific rate schedules or terms and conditions of -
service, or the approval of new rates or terms and conditions of service, that do not
significantly affect the overall earnings of the Company or materially modify the tariffs or
increase the rates approved in this Agreement. Nothing contained in this Agreement shall
preclude APS from filing changes to its tariffs or terms and conditions of service which are not
inconsistent with its obligations under this Agreement. - '

_ - 2.6. | Notwithstand'ing. the rate reduction provisions stated above, the
" Commission shall, prior to December 31, 2002, approve an adjustment clause or clauses which

3 B
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- will provide full and timely recovery beginning July 1, 2004, of the reasonable and prudent
costs of the following:

(1)  APS’ “provider of last resort” and Standard Offer obligations»for ‘
service after July 1, 2004, which costs shall be recovered only
from Standard Offer and “provider of last resort” customers;

(2)  Standard Offer service to customers who have left Standard Offer
service or a special contract rate for a competitive generation
supplier but who desire to return to Standard Offer service, which
costs shall be recovered only from Standard Offer and “provider
of last resort” customers;

3) compliance with the Electric Competition Rules or Commission-
ordered programs or directives related to the implementation of
the Electric Competition Rules, as they may be amended from
time to time, which costs shall be recovered from all customers
receiving services from APS; and

(GH) Comm551on-approved system benefit programs or levels not
included in Standard Offer rates as of June 30, 1999, which costs
shall be recovered from all customers receiving services from
APS. ‘

By June 1, 2002, APS shall file an application for an adjustment clause or clauses, togethef
with a proposed plan of administration, and supporting testimony. The Commission shall
thereafter issue a procedural order setting such adjustment clause application for hearing and
including reasonable provisions for participation by other parties. The Commission order
approving the adjustment clauses shall also establish reasonable procedures pursuant to which
the Commission, Commission Staff and interested parties may review the costs to be
recovered. By June 30, 2003, APS will file its request for the specific adjustment clause
factors which shall, after hearing and Commission approval, become effective July 1, 2004.
APS shall be allowed to defer costs covered by this Section 2.6 when incurred for later full
recovery pursuant to such adjustment clause or clauses, including a reasonable return.

2.7. By June 30, 2003, APS shall file a general rate case with prefiled
testimony and supportmo schedules and exhibits; provided, however, that any rate changes
resulting therefrom shall not become effective prior to July 1, 2004. ‘

2.8.  APS shall not be prevented from seeking a change in unbundled or
Standard Offer rates prior to July 1, 2004, in the event of (a) conditions or circumstances which
constitute an emergency, such as the inability to finance on reasonable terms, or (b) material
changes in APS’ cost of service for Commission regulated services resulting from federal, tribal,

DECISION NO. (2 / 9 Z 3
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~ state or local laWS, regulatory requirements, judicial deéision, actions or orders. Except for the
changes otherwise specifically contemplated by this Agreement, unbundled and Standard Offer
rates shall remain unchanged until at least July 1, 2004.

ARTICLEII o
REGULATORY ASSETS AND STRANDED COSTS -
3.1.  APS currently recovers regulatory assets through July 1, 2004, pursuant.
to Commission Decision No. 59601 in accordance with the provisions of this Agreement.

3.2.  APS has demonstrated that its allowable stranded costs after mitigation
(which result from the impact of retail access), exclusive of regulatory assets, are at least $333 -
million net present value.

‘ 3.3.  The Parties agree that APS should not be allowed to recover

-$183 million pet present value of the amounts included above. APS shall have a reasonable
opportunity to recover $350 million pet present value through a competitive transition charge
(“CTC?”) set forth in Exhibit A attached hereto. Such CTC shall remain in effect until
December 31, 2004, at which time it will terminate. ' If by that date APS has recovered more
or less than $350 million net present value, as calculated in accordance with Exhibit B attached
hereto, then the nominal dollars associated with any excess recovery/under recovery shall be
credited/debited against the costs subject to recovery under the adjustment clause set forth in
Section 2.6(3).

3.4,  The regulatory assets to be recovered under this Awreement after giving
effect to the adjustments set forth in Section 3.3, shall be amortized in accordance with’
* Schedule C of Exhibit A attached hereto. '

3.5.. Neither the Parties nor the Commission shall take any action that would
diminish the recovery of APS’ stranded costs or regulatory assets provided for herein. The
Company’s willingness to enter into this Agreement is based upon the Commission’s

- irrevocable promise to permit recovery of the Company’s regulatory assets and stranded costs
as provided herein. Such promise by the Commission shall survive the expiration of the
Agreement and shall be specifically enforceable against thxs and any future Commission.

ARTICLE IV
CORPORATE STRUCTURE

4.1. - The Commission will approve the forrnanon of an affiliate or affiliates of
APS to acquire at book value the competitive services assets as currently required by the
* Electric Competition Rules. In order to facilitate the separation of such assets efficiently and
at the lowest possible cost, the Commission shall grant APS a two-year extension of time until
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| Decérnber 31, 2002, to accomplish such separation. " A similar two-year extension shall be
‘authorized for compliance with A.A.C. R14-2-1606(B).

4.2. - Approval of this Agreement by the Commission shall be deemed to
constitute all requisite Commission approvals for (1) the creation by APS or its parent of new
- corporate affiliates to provide competitive services including, but not limited to, generation
sales and power marketing, and the transfer thereto of APS’ generation assets and competitive
services, and (2) the full and timely recovery through the adjustment clause referred to in
Section 2.6 above for all of the reasonable and prudent costs so incurred in separating =
competitive generation assets and competitive services as required by proposed A.A.C. R14-2-
1615, exclusive of the costs of transferring the APS power marketing function to an affiliate.
The assets and services to be transferred shall include the items set forth on Exhibit C attached
hereto. Such transfers may require various regulatory and third party approvals, consents or
waivers from entities not subject to APS’ control, including the FERC and the NRC. No Party
to this Agreement (including the Commission) will oppose, or support opposmon to, APS
requests to obtain such approvals, consents or waivers.

_4.3. ~ Pursuant to A.R.S. § 40-202(L), the Commission’s approval of this
Agreement shall exempt any competitive service provided by APS or its affiliates from the
application of various provisions of A.R.S. Title 40, including A.R.S. §§ 40-203, 40-204(A),
40-204(B), 40-248, 40-250, 40-251, 40-285, 40-301, 40-302, 40-303, 40-321, 40-322, 40-331,
40-332, 40-334, 40-365, 40-366, 40-367 and 40-401.

_ 4.4. APS’ subsidiaries and affiliates (including APS’ parent) may take
advantage of competitive business opportunities in both energy and non-energy related
businesses by.establishing such unregulated affiliates as they deem appropriate, which will be
free to operate in such places as they may determine. The APS affiliate or affiliates acquiring
APS’ generating assets may be a participant in the energy supply market within and outside of
Arizona. Approval of this Agreement by the Commission shall be deemed to include the
following specific determinations required under Sections 32(c) and (k)(2) of the Public Utility
Holding Company Act of 1935:

APS or an affiliate is authorized to establish a subsidiary company, which will
seek exempt wholesale generator (“EWG”) status from the Federal Energy
Regulatory Commission, for the purposes of acquiring and owning Genperation
Assets. .

The Commission has determined that allowing the Generation Assets to become
“eligible facilities,” within the meaning of Section 32 of the Public Utility
Holding Company Act (“PUHCA”), and owned by an APS EWG affiliate

(1) will benefit consumers, (2) is in the public interest, and (3) does not violate
Arizona law.

DECISION NO. Lﬂ /6)73
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The Commission has sufficient regulatory aliihority, resources and access to the
‘books and records of APS and any relevant associate, affiliate, or subsidiary
company to exercise its duties under Section 32(k) of PUHCA.

APS will purchase any electric energy from its EWG affiliate at market based
rates. This Commission has determined that (1) the proposed transaction will
benefit consumers and does not violate Arizona law; (2) the proposed

transaction will not provide APS’ EWG affiliate an unfair competitive advantage -
by virtue of its affiliation with APS; (3) the proposed transaction is in the public
interest.

The APS affiliate or affiliates acquiring APS’ generating assets will be subject to regulation by
the Commission, to the extent otherwise permitted by law, to no greater manner or extent than
“that manner and extent of Commission revulauon imposed upon o:her owners or operators of
_generating facilities.

4.5. The Commission’s approval of this Agreement will constitute certain
waivers to APS and its affiliates (including its parent) of the Commission’s existing affiliate
‘ interest rules (A.A.C. R14-2-801, et seq.), and the rescission of all or portions of certain prior
.. Commission decisions, all as set forth on Exhibit D attached hereto.

4.6. The Parties reserve their rights under Sections 205 and 206 of the
Federal Power Act with respect to the rates of any APS affiliate formed under the provxsxons of
this Artlcle Iv.

ARTICLE v
WITHDRAWAL OF LITIGATION

5.1.  Upon receipt of a final order of the Commission approving this
Agreement that is no longer subject to judicial review, APS and the Parties shall withdraw with
prejudice all of theu' various court appcals of the Commission’s competition orders.

ARTICLE V1
APPROVAL BY THE COMMISSION

6.1. This Agreement shall not become effective until the issuance of a final
Commission order approving this Agreement without modification on or before August 1,
©1999. In the event that the Commission fails to approve this Agreement without modification
according to its terms on or before August 1, 1999, any Party to this Agreement may withdraw
from this Agreement and shall thereafter not be bound by its provisions; provided, however,
~ that if APS withdraws from this Agreement, the Agreement shall be null and void and of no
_ further force and effect. In any event, the rate reduction provisions of this Agreement shall not
~ take effect until this Agreement is approved. Parties so withdrawing shall be free to pursue

7
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their respective positions without prejudice. Approw-)al of this Agreement by the Commission
shall make the Commission a Party to this Agresment and fully bound by its provisions.

6.2. The Parties agree that they shall make all reasonable and good faith
efforts necessary to (1) obtain final approval of this Agreement by the Commission, and (2)
ensure full implementation and enforcement of all the terms and conditions set forth in this
Agreement. Neither the Parties nor the Commission shall take or propose any action which
would be inconsistent with the provisions of this Agreement. All Parties shall actively defend
this Agreement in the event of any challenge to its validity or implementation.

_ ARTICLE VI
7.1.  To the extent any provision of this Agreement is inconsistent with any
existing or future Commission order, rule or regulation or is inconsistent with the Electric
Competition Rules as now existing or as may be amended in the future, the provisions of this
Agreement shall control and the approval of this Agreement by the Commission shall be

deemed to constitute a Commission-approved variation or exemption to any conflicting
provision of the Electric Competition Rules. ,

7.2. The provisions of this Agreement shall be implemented and enforceable
notwithstanding the pendency of a legal challenge to the Commission’s approval of this
Agreement, unless such implementation and enforcement is stayed or enjoined by a court
having jurisdiction over the matter. If any portion of the Commission order approving this
Agreement or any provision of this Agreement is declared by a court to be invalid or unlawful
in any respect, then (1) APS shall have no further obligations or liability under this
Agreement, including, but not limited to, any obligation to implement any future rate
reductions under Article II not then in effect, and (2) the modifications to APS’ certificates of
convenience and necessity referred to in Section 1.4 shall be automatically revoked, in which
event APS shall use its best efforts to continue to provide noncompetitive services (as deﬁned
in the proposed Electric Competition Rules) at then current rates with respect to customer
contracts then in effect for competitive generation (for the remainder of their term) to the
extent not prohibited by law and subject to applicable regulatory requirements.

7.3.  The terms and provisions of this Agreement apply solely to and are
binding only in the context of the purposes and results of this Agreement and none of the
positions taken herein by any Party may be referred to, cited or relied upon by any other Party .
in any fashion as precedent or otherwise in any other proceeding before this Commission or
any other regulatory agency or before any court of law for any purpose except in furtherance
of the purposes and results of this Agreement.

7.4. This Aoreement represents an attempt to compromxse and settle disputed L
claims regarding the prospective just and reasonable rate levels, and the terms and conditions - S

8
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~ of competitive retail access, for APS in a manner consistent with the phblic interest and
~ applicable legal requirements. Nothing contained in this Agreement is an admission by Aps
that its current rate levels or rate design are unjust or unreasonable.

% As part of this Agreement, APS commits that it will continue the APS
Community Action Partnership (which includes weatherization, facility repair and replacement,
bill assistance, health and safety prograrms and energy education) in an annual amount of at
least $500,000 through July 1, 2004. Additionally, the Company will, subject to Commission
approval, continue low income rates E-3 and E-4 under their current terms and conditions.

: 7.6.  APS shall actively support the Arizona Independent Scheduling
Administrator (“AISA ") and the formation of the Desert Star Independent System Operator.
APS agrees to modify its OATT to be consistent with any FERC approved AISA protocols.
The Parties reserve their rights with respect to any AISA protocols, including the right to
challenge or seek modifications to, or waivers from, such protocols. APS shall file changes to

- its existing OATT consistent with this section within ten (10) days of Comm1351on approval of
this Agreement pursuant to Section 6.1.

7.7. Wit.hin thirty (30) days of Commission approval of this Agreement
pursuant to Section 6.1, APS shall serve on the Parties an Interim Code of Conduct to address
inter-affiliate relationships involving APS as a utility distribution company. APS shall
_ voluntanly comply with this Interim Code of Conduct until the Commission approves a code of

conduct for APS in accordance with the Electric Competition Rules that is concurrently
effective with codes of conduct for all other Affected Utilities (as defined in the Electric
Competition Rules). APS shall meet and confer with the Parties prior to serving its Intenm
Code of Conduct. :

7.8. In the event of any disagreement over the interpretation of this
Agreement or the implementation of any of the provisions of this Agreement, the Parties shall
promptly convene a conference and in good faith shall attempt to resolve such disagreement.

7.9.  The obligations under this Agreement that apply for a specific term set ;
forth herein shall expire automatically in accordance with the term specxﬁed and shall requxre
- no further action for their expiration. ' ‘

7.10. The Parties agree and recommend that the Commission schedule public
meetings andhearin‘gs for consideration of this Agreement. The filing of this Agreement with
the Commission shall be deemed to be the filing of a formal request for the expeditious
issuance of a procedura] schedule that establishes such formal hearings and public meetings as
may be necessary for the Commission to approve this Agreement in accordance with

T\‘:f“l’@"rf?\? \Vf';‘ / - /O 7 2



DOCKET NO. E-01345A-98-0473 ET AL.

Exhibit A
5110199
DA-R1
LECTRIC DELIVERY RATES -

ARIZONA PUBLIC SERVICE COMPANY ) AC.C. No. XXX ,

Phoenix, Asizona Tariff or Schedule No. DA-R}

Filed byt Alan Propper i ’ ) Criginal Tanff

Title: Dirsvtor, Pricing and Regulation : Edectiver XXX XX 1999

DIRECT ACCESS
RESIDENTIAL SERVICE

AVAILABILITY

. This rate schedule is availabie in all certificatad retail delivery service taritory served by Company and whiere facilities of adequate capacicy and the
requirsd phase and suitable voltage are adjacent to the premises served.

This rate schedule is applicable to customers receiving electric enerzy on a direct aczess basis from any ==ificated Elecwric Service Provider (ES?)
as detized in ALAC. R14-2-1603. This rate schecule is applicable only to eleczric delivery required for residential purpases in individual private dwellings and
in indivicually metered aparunents when such service is supplied at one point of delivery and measured through one meter. For those dwellings and apartments
where slecuic service has historically been measured through two meters, when one of the meters was installed pursiiznt to a water heating or space heating rats
schedule o longer in effect, the electric service measursd by such meters shall be combined for billing purpdies.

This rate schedule shall become effective as defined in Company’s Terms and Conditions for Direct Aczess (Schedule #10.)

TYPE OF SERVICE

Service shall be single phase, 60 Hertz. at one standard voltage (120/240 or 120/208 as may be selectad by customer subject to availability at the
customer's premise). Three phase service is fumished under the Company's Conditions Governing Extensions of Eleczric Distribution Lines and Servicss
(Schedule =3). Transformation equipment is included in cost of extension. Three phase service is required for moters of an individual rated capacity of 7-1/2
HP or more. : v

METERING REQUIREMENTS

All customers shall comply with the terms and conditions for load profiling or'hourly metering specified in Schedule #10.

MONTHLY BILL
The monthly bill shall be the greater of the amount computed under A. or B. below, including the applicable Adjustments.

A RATE |
May — Ocober Billing Cycles (Summer):
Basic Competitive
Delivery System Transition
Service Distribution Benefits Charge
S/month $10.00
All kWh S$0.04158 $0.00115 $0.00930

November - April Billing Cycles (Winter):

Basic Competitive
Delivery System Transition
Service Distribution Benelits Charge
S'month - $10.00 . -
AllkWh $0.03518 $0.00115 $0.00930
B MINTMIAL S 10.00 per month

pecrston no. (/973
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ADJUSTMENTS
i When Metering, Meter Reading or Consolidated Billing sre provided by the Customer’s ES2, the monthly bill will be credited as
follows: ) .
Meter $1.30 per month
Meter Reading 50.30 per month
Billing - $0.30 per month

2. The moathiy bill is also subject 1o the applicable proportionste part of any taxes, or govermental impositions which arc or may in
the future be assessed on the basis of gross revenues of the Company and/or the price or revenue from the electric service sold and/oc
the volume of energy delivered or purchased for szle and/or sold hereunder.

SERVICES ACOUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS ‘

Customers served under this rate schedule are responsible for acquiring their own generation and any other required competitively supplied services
from an ESP. The Company will provide aad bill its iransmission and ancillary servicss on rites approved by the Federal Energy Regulatory Camimission to
the Scheduling Coordinator who pravides transmission service to the Customer’s ESP. The Customer’s ESP muss submit a Direct Access Service Request
pursuant to the terms and conditions in Schedule #10. '

ON-SITE GENERATION TERMS AND CONDITIONS ' .

Customers s:rved under this rate schedule who have on-site generation connected to the Company's electrical delivery grid shall enter into an
Agreement for [nterconnection with the Company which shall establish all pertinent details related to interconnection and other required service standards. The
Customer does not have the aption to seil power and energy to the Company under this triff. B ) )

TERMS AND CONDITIONS

This rate schedule is subject to the Company’s Terms and Conditions for Standard Offer and Direct Acc=ss Services (Schedule 1) and Schedule
. #10. These schedules have provisions that may affect custamer’s monthly bill. ) :

e 110 2
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Exhibit A
. 5110/99 j
DA-GSt oy
ELECTRIC DELIVERY RATES ; %
.
ARIZONA PUBLIC SERVICE COMPANY o A.C.C. No. XXX
Phoenix, Arizona Tasiff or Schedule No. DA-GS1 -
Filed by: Alan Propper " Original Tariff
Title: Director, Pricing and Regulation Effective: XOCX XX 1999

GENERAL SERVICE

AVAILABILITY

This rate schedule is available in all certificated retail delivery servics termitary served by Company at afl points where facilities of adequate capacity
and the required phase and suitable voltage are adjacent to the premises sarved )

APPLICATION

This raze schedule is applicable to customers recsiving electric energy on 3 direct access basis from any centificated Electric Seyvice Provider (ESP)
as defined in ALA.C. R14-2-1603. This rate schedule is applicsble to all elecuric servics required when such servics is supplied at one point of delivery and
measured through one meter. For those customers whose electriciry is defivered through mors than one meter, servics for each meter shall be computed
scparately under this rate unless conditions in accordance with the Company’s Schedule #4 (T otalized Metering of Multiple Servics Entrancs Sections At a
Single Premise for Standard Offer and Dirsct Acosss Service) are met. -For those servics locations where slettric servics has historically been measured through
two meters, when one of the meters was installed pursuant to a water heating rate schedule no longer in effect, the electric service measursd by such meters shall
be combined for billing purposes.

This rate schedule shall become effective as defined in Company's Terms and Conditions for Direct Aceess (Schedule #10). ;

 This rate schedule is not applicable to residential service, resale service or direct acczss service which qualifies for Rate Schedule DA-GS10.

TYPE OF SERVICE

Service shall be single or three phase, 60 Hertz, at one standard voltage as may be selected by customer subject to availability at the customer's
premise. Three phase service is furnished under the Company’s Conditions Governing Extensions of Electric Distribution Lines and Services (Schedule 33).
Tronsformation equipment is included in cost of extznsion. Three phase servics is not furmnished for motors of an individual rated capacity of less than 7-1/2 HP,
except for existing facilities or where total aggregate HP of all connected thres phase motors exceed 12 HP. Three phase service is required for motors of an .
individual rated capacity of more than 7-1/2 HP.

1 RING TREMENTS

All customers shall comply with the terms and conditions for load profiling or hourly metering specified in the Company's Schedule #10.
" MONTHLY BILL »
© The mon(.h!_\' bill shall be the greater of the amount computed under A. or B. below, including the applicable Adjustments.

A _RATE

~ June - October Billing Cycles (Summer):

Basic Competitive

Delivery System Transition

Service Distribution Benefits Charge
S month $12.50
Per kW over 3 30.721 .
Per kWh foc the )
first 2.500 kWh $0.04235
Per kWh for the
nexx 100 kWh per $0.04255
kW over §
Per kWh for the
next 42,000 kxWh $0.02901
Per kW for all
additional kWh $0.0181t
Parall kWh 3000113 - B r
Perall kW 55 | ;
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A.C.C. No. XXX
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A, RATE (continued)
November - May Billing Cycles (Winter):

Basic Competitive
Delivery ' System Transition
Service Distribution Benefits Charge
$/month $12.50 :
Per kW over § -
Per kWh for the
first 2.500 kWh
Per kWh for the i
next 100 kWh per $0.03827
kW over §
Per kWh for the
next 42.000 kWh
Per kWh for al}
additional kWh 50.01614
Per all kWh $0.00115
Per all kW : : $2.43 .

" PRIMARY AND TRANSMISSION LEVEL SERVICE:

1.  For customers served at primary valtage (12.5kV o below 69k V), the Distribution charge will be discounted by 11.6%.
2. For customers served a2 transmission voltage (69kV or higher), the Distribution charge will be discounted 52.6%
3. Pursuantto AAC. R14-2-1612.K 11, the Company shall retain ownership of Current Transformers (CT's)

and Potential Transformers (PT7s) for those customers taking service at voltage levels of more than 25kV.

For customers whose metering services are provided by an ESP, a monthly facilities charge will be billed, in

addition to all other applicable charges shown abave, as determined in the service contract based upon the

Company™s cost of CT and PT ovwnership, maintenance and operation.

$0.652
50.03827

$0.02600

MINATION OF KW
The kW used for billing purposes shall be the average kW supplied during the 13-minuts period of maximum use
during the month, as determined from readings of the delivery meter.

B. MINIMUM

$12.50 plus S1.74 for each KW in excess of five of eithier the highest kW established during the 12 months ending with the current month
or the minimum kW specified in the agreement for service, whichever is the greater.

ADJUSTMENTS
1.  When Metering, Meter Reading or Consolidated Billing are provided by the Customer’s ESP, the monthly bill will be credited as
follows:
Meter $4.00 per month
Meter Reading ~ $0.30 per month
Billing -$0.30 per month

2. The monthly bill is also subject to the lpplicabk- pro'ponionatc’pm of any taxes, or governmental impositions which are or may in
the future be assessed on the basis of gross revenues of the Company and/or the price or revenue from the electric service sold and/or
tie volume of energy delivered or purchased for sale and/or sold hercunder. . :

CES AC OM CERTIFICA CTRIC SER PROVIDER

Customers served under this rate schedule are responsible for acquiring their own generation and any other required compfzitively n?ppﬁed services
fom an ESP or under the Company’s Open Access Transmission Tarifl The Company will provide and bill its transmission and ancillary services on ratss
approved by the Federal Energy Regulatory Commission to the Scheduling Coordinator who provides transmission service to the Customer's ESP. The
Customer's ESP must submit 3 Direct Access Service Request pursuant 1o the terms and conditions in Schedule #10. . :
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ON-SITE GENERATION TERMS AND CONDITIONS

Customers served under this rate schedule who have on-site generation connected ta the Company’s electrical delivery grid shall enter into an
Agreement for Interconnection with the Company which shall establish all pertinent details related s interconnection and other required servics sundnrd; The
Customer does not have the option 10 sell power and energy to the Company under this tariff.

CONTRACT PERIOD
0-1.999 kW: As provided in Company’s standard agreement for service.
2,000 kW aad abave: Trrze (3) years, or loager. at Company's eption for iritial period when construction is required. One (1) year, or
longer, at Company's optica when construction is nct required.
RMS AND CONDITIONS

This rate schedule is subject to Comp:mv's Terms and Conditions for Standard Offer and Direct Access Servics (Schedule #1) and the Company's
) Schedule #10. These Schedules have provisicns that may affect customer’s monthly bill.

DECTSION No./p / 97 7
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Section 6.1 and that afford interested parties adequate opportunity to comment and be heard on
the terms of this Agreement consistent with applicable legal requirements.

DATED at Phoenix, Arizona, as of this 14th day of May, 1999.
T . NA PUBLIC :
By /V)W m | BQ#MZ/J

* Title Dl:uc‘ro;z _ @//gfﬁc/gu‘/ %,;(/7/ ¢~%(/
. ; v

(Party)

ASSOCIATION
% o By
MW Tiqe

ARIZONANS FOR ELECTRIC CHOICE (Party)
~ AND COMPETITION ¥z coalition of
companies and associations in support of
competition that includes Cable Systems

International, BHP Copper, Motorola, By _
Chemical Lime, Intel, JJsg%es, Honeywell, ’ -
Allied Signal, Cyprus Climax Metals, Asarco, Title

Phelps Dodge, Msee. Homebuilders of
Central Arizona, Arizona Mining Industry

- Gets Our Support, Arizona Food Marketing
Alliance, Arizona Association of Industries,
Arizona Multi-housing Association, Arizona ¥
Rock Products Assocxatxon Anzo:xa Restauram - (Party)
Association,
Soailaiesy; and Anzona Retaxlers Assocxanon %X

@;ﬁ: 4 k/cn.rﬁ/ By

Txtle C//A/R AN o : Title

10
J( F/\ff)r\ |S ) l A Qgc\‘\»\lrww\\ 41 Ty /%:l/\',cmé-h,/ :
. /” o , DECISION No.: [ / Q -7\
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Exhibit A
5/10/99
. DA-GS10
ELE C DELIVERY RATES
ARIZONA PUBLIC SERVICE COMPANY A.C.C. No. XXX
Phoenix, Arizona : Taniff or Schedule No. DA-GS10
Filed by: Alan Propper . Orniginal Tariff
Tide: Director, Pricing and Regulation Effective: XOCX XX, 1999
DIRECT ACCESS

EXTRA LARGE GENERAL SERVICE
AVAILABILITY

This rate schedule is available in all certificated retail delivery servics temitory served by Company at all points where facilities of adequate capacity
and the required phase and suitabie volu;: are adjacent W the premises served.

APPLICATION

This rate schedule'is applicable to customers recsiving electric energy on a direct accsss basis Som any certificated Electric Service Provider (ESP)
as defined in ALA.C. R14-2-1603. This rate schedule is applicable only to customers whese monthly maximum demand is 3,000 X'W or more for three (3)
consecutive months in any continuous twelve (12) month period ending with the cusrent moath. Service must be supplied at one point of delivery and measured
through one meter unless otherwise specified by individual customer contract. For those customers whose elecwicity is deliversd through more than one meter,
service for each meter shall be computed separately under this rate unless conditions i accordancs with the Company's Schedule #4 (Totalized Metering of
Multiple Service Entrance Sections Al 2 Single Premise for Standard Offer and Direct Accsss Service) ars met.

This rate schedule is not applicable to resale service.

This rate schedule shall become effective as defined in Company’s Terms and Conditiors for Dirsst Access (Schedule #10).
E QF SERVIC

Service shall be three phase, 60 Hertz, at Company's standard voltages that are available within the vicinity of customer’s premise.

METERING REQUIREMENTS

All customers shall comply with the terms and conditicns for hourly metering specified in Schedule 210.

MONTHLY BILL

The moanthly bill shall be the greater of the amount computed under A. or B. below, including the applicabie Adjustments.

A RATE
Basic Competitive
Delivery Systern Transition
Service Distribution Benefits Charge
S/month $2.430.00
per kW 53.53 $2.82
per kWh $0.00999 S0.00115

PRIMARY AND TRANSMISSION LEVEL SERVICE:

L. Forcustom«ssa-vednpnmaryvoluge(lukvwbdw69kV).th=Dm’btmondurgew:ubedmuntedby48%.
2.  For customers served at transmission voltage (69k V or higher), the Distributiva charge will be discounted 36.7%.
3 Pursuant to AA.C. R14-2-1612.K.11, the Company shall retain ownership of Current Transformiers

(CT"s) and Potentia} Tramsformers (PT"s) for those customers taking service at voltage levels of more

than 25 kV. For customers whose metering services are provided by an ESP, 2 monthly facilities charge

will be billed, in addition to all other applicable charges shown above, a3 determined in the service

contract based upon the Company's cost of CT and PT ownership, maintenance and operation. .

DETERMINATION OF KW
The kW used forbﬂlingpurposa:haﬂbelheyu&crof’

L' The kW used for billing purposes shall be the average KW supplied during the 15-minute period (oc other pmod as specified by
individual customer's contract) of maximum use during the month, as determined from readings of the delivery meter.

2.  The minimum kW specified in the agreement for servics or individual customer contract

S SN 7 ke B
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DA-Gs10
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B MINIMUM

*$2,430.00 per month plus $1.74 per kW per month.

ADJUSTMENTS

1. When Metering, Meter Reading or Consolidated Billing are provided by the Customer’s ESP, the monthly bill will be credited as

follows:
Meter $55.00 per month
Meter Reading  $ 0.30 per month
Billing S 0.30 per month

The monthly bill is also hxhject to the applicable proportionate part of aay axes, or governmental impasitions which arc or may in
the future be assessed on the basis of gross reveaues of the Company and/or the price or revenue from the electric service sold and/or
the volume of energy delivered or purchased for sale and/or sold hereunder.

ERVICES AC TRED FROM CERTIFICATED ELE C.SERVICE PROVIDERS

Customers served under this rate schedule are responsible for acquiring their own generation and any other required competitively suppliefi s.ervices
fom aa ESP. T he Company will provide and bill its transmission and ancillary servicss on rates approved by the Federal Energy Regulatacy (;ommsxon to
the Scheduling Coordinator who provides transmission service to the Customer's ESP. The Customer's ES? must submit a Direct Access Service Request
pursuant to the tems and conditicns in Schedule #10.

[T
H

' ON-SITE GENERATION TERMS AND CONDITIONS

Customers served under this rate schedule who have on-site generation connected to the Cormpany”s zlectrical delivery gx.id shall enter into an
Agreement for Interconnection: with the Company which shall establish all pertinent details related to interconnection and other vequired service standards. The
Customer does not have the aption to szll power and energy to the Company under this taritff. .~ :

. CONTRACT PERIOD

For sexvice locations in:

2) Isolated Areas: Ten (10) years, or longer, at Company’s option, with stand:rd seven (7) year termination period.
b) Other Areas: Three (3) years, or longer, a2 Company's option. .

TERMS AND CONDITIONS

This rate schedule u subject to Company's Terms and Conditions for Standard Offer and Direct Access Service (Schedule #1) and the Company’s
Schedule =10. These schedules have provisions that may affect customer’s monthiy bill. . ool :
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Exhibit A
5113199
DA-GS11

ELECTRIC DELIVERY RATES

L s e e e e e S

ARIZONA PUBLIC SERVICE COMPANY ' AC.C. No. XXX
Phoenix, Arizona Tanff or Schedule No. DA-GS11
Filed by: Alan Propper Original Tanff
Title: Director, Pricing and Regulation Efective: XOOX XX, 1999
DIRECT ACCESS
RALSTON PURINA
AVAILABILITY

This rate schedule is available in all centificated retail delivery service Lermitory served by Company at all points where facilities of :.dequ.i:e capacity
and the required phase and suitable voltage are adjacent to the premises served.

APPLICATION

This rate schedule is applicable only to Ralston Purina (Site #863970289) when it reczives electric energy oa a direct access basis from any '
centificated Electric Service Pravider (ESP) as defined in A.A.C. R14-2-1603. Service must be supplied as specified by individual customer contract and the
Company’s Schedule #4 (T otalized Metering of Multiple Service Entrance Sections At a Single Premise for Standard Offer and Direct Access Servics).

This rate schedule is not applicable to resale service.

This rte schedule shall become eEfective a3 defined in Company’s Tems and Conditions for Direet Access (Schedule 410).
TYPE OF SERVICE

Service shall be three phase, 60 Herrz, a2 12.5kV.
ha RING MENTS

Customer shall comply with the terms and conditions for hourly metering specified in Schedule #10.

M B

The mouthly bill shall be the greater of the amount computad under A. or B. below, including the applicable Adjustments.

A RATE
Basic . ] Competitive
Delivery System Transition
Service Distribution Benefits Charge
S/month $2.430.00 .
._per kW $2.58 $1.86 .
kWh $0.00732 | S$0.00115

MINATION OF KW
The kW used for billing purposes shall be the greater of:

. The kW used for billing purpases shall be the average kW supplicd during the 1 5-minute period (or other period as specified by
individual customer’s contract) of maximum use during the month, as determined from readings of the delivery meter.

2. The minimum kW specified in the agreement for service or individual customer contract.
B. MINIM
$2,430.00 per month plus S1.74 per kW per month

ADJUSTMENTS

1.  When Metering, Meter Reading or Consolidated Billing are provided by the Customer’s ESP, the monthly bill will be credited a3
follows: .

Meter $55.00 per month
Meter Reading S 0.30 per month
Billing . § 0.30 per moath

2. The monthly bill is also subject to the spplicadle proportionate part of any taxes, or governmental impositions which ars or may in
the future be assessed on the basis of gross reveaues of the Company and/or the price ar revenue from the electric service soid and/or
the volume of energy delivered or purchased for ssle and/or sold hereunder.

’ /[ 12
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SERVICES ACQUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

Customer is responsible for acquiring its own generation and any other required competitively supplied servics from an ESP. T he Company will
provide and bill its transmission and ancillary services on rates approved by the Federal Energy Regulatory Commussion to the Scheduling Coordinator who
providas tramsmission service to the Customer’s ESP. The Customer’s ESP must submit a Direct Access Servics Request pursuant to the lerms and conditions
in Schedule =10. )

ON-S{TE GENERATION TERMS AND CONDITIONS

. If Customner has on-site generation connected to the Company’s electrical delivery grid, it shall entzr into an Agreement for Interconnection with the
Company which shall establish all pertinent details related to interconnection and other required service standards. The Customer does not have the option to
sell power and energy to the Company under this tariff. ’ A

TERMS AND CONDITIONS

This rate schedule is subject to Company'’s Terms and Conditions for Standard Offer and Direct Aczzss Service (Schedule #1) and the Company’s
Schedule =10. These schedules have pravisions that may affect customer’s monthly bill.

. N2
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ARIZONA PUBLIC SERVICE COMPANY
Phoenix, Arizona

Filed by: Alan Propper

Title: Director, Pricing and Regulation

DIRECT ACCESS
BHP COPPER

AVAILABILITY
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Exhibit A
5/13/99
DA-GS12
" AC.C. No. X00CK
TariT or Schedule No. DA-GS12
Original Tariff

Efective: X0XX XX, 1999

This rate schedule is available in all cenificated retail delivery servies termitory served by Company 3t ail points where facilities of adequate capacity

and the required phase and suitable voltags are adjacent to the premises served,

APSLICATION

This rate schedule is applicable only to BHP Copper (Sits #774§32285) when it recgives electric energy on a dirsct accsss basis from any
certificated Electric Service Provider (ESP) as defined in A.A.C. R14-2-1603. Service must be supplied as specified by individual customer contract and the
Company's Schedule 24 (Totalized Metering of Multiple Service Eatrance Sections AL a Single Premise for Standard Offer and Direct Access Servics).

This rate schedule is aot applicable to resale service,

This rate schedule shall become cBfective as defined in Company’s Terms and Conditions for Direct Access (Schedule #10).

TYPE OF SERVIC
Service shall be three phase, 60 Hertz, at 12.5 kV or higher.

METERING REQUIREMENTS

Customer shall comply with the terms and conditions for bourly metering specified in Schedule #10.

MO Y BIL
The monthly bill shall be the greater of the amount computed under A. or B. below, including the spplicable Adjustments.
A RATE
Basic Distribution Distribution Compezitive
Delivery at Primary | at Transmission System Transition
Service Valtage Voltage Benefits Charge
S/month $2.430.00
per kW §2.35 $1.22 S1.54
per KWh $0.00665 $0.00346 $0.00115

PRIMARY AND TRANSMISSION LEVEL SERVICE:

. Pursuant to A A.C. R14-2-1612.K 11, the Company shall retain ownership of Curreant Transformers (CT's)
and Potential Transformers (PT"s) for those customers taking service at voltage levels of more than 25 kV.
For customers whose metering services are provided by an ESP, a monthly facilities charge will be billed, in
addition to all other applicable charges shown above, as determined in the service contract based upon the
Company's cost of CT and PT ownership, maintenance and operation.

DETERMINATION OF KW

The kW used for billing purposes shall be the greater of:

. The kW used for billing purposes shall be the average KW supplied during the 30-minuts period (or other period as specified by
individual customer"s contract) of maximum use during the month, as determined from readings of the delivery meter.

2. - The minimum kW specified in the agresment for servics or individual customer contracy

5$2,430.00 per month plus S1.74 per kKW per month.

DECISION NO. [p/q 75
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ADJUSTMENTS

1. Whea Metering, Meter Reading or Consolidated Billing are provided by the Customer's ESP, the monthly bill wili be credited as

follows:
Meter $55.00 per month
Meter Reading S 0.30 per month
Billing S 0.30 per month

2 The monthly bill is also subject to the applicable proportionate part of any taxes, or governmental impositions which are or may in
the future be assessed on the basis of gross rev of the Compaay and/or the price or revenue from the electric service sold and/or
the volume of energy delivered or purchased for sale and/or sold hereunder.

SERVICES ACOUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

Custorner is rsponsxble for acquiring its own generation and any other required competitively supplied services from an ESP. T he Company will

provide and bill its ransmission and ancillary services on rates approved by the Federal Energy Regulatory Comunission to the Scheduling Coordinator who
pmndes transmission service to the Customer's ESP The Cuslcm:r s ESP must submit:a Direct Access Servics Request pursuant 1o the terms and conditions
i Schedule =10,

ON-SITE GENERATION TERMS AND CONDITIONS .

If Customer has on-site generation connected 1o the Compmy s elecrrical delivery grid, it shall enter iote an Agreement for Interconnection with the
Coaspany which shall establish all pentinent details related to interconnection asid other required service standards. The Customer docs not have the option to
sell power and energy to the Company und:r this tariff

RMS AND CO ONS

This rate schedule is subject to Company’s Terms and Conditioas for Standard Offer and Direct Access Service (Schedule #1) and the Company’s
:Schedule 310. These schedules have provisions that may affect customer's moathly bill.




DOCKET NO. E-01345A-98-0473 ET AL. °

Exhibit A
5/13/99
DA-GS13
ELECTRIC DELIVERY RATES

ARIZONA PUBLIC SERVICE COMPANY A.C.C. No. KX

Phoenix. Arizona : Tariff or Schedule No. DA-GS13

Filed by: Alan Propper Original Tadff

Tide: Director, Pricing and Regulation Effective: XXX XX, 1999

DIRECT ACCESS
CYPRUS BAGDAD

AVAILABILITY

This rate schedule is available in all certificatad retail delivery servics Lemitory served by Company at 21l points where facilities of adequate capacicy
and the required phase and suitable voltage are adjacent to the premises served. .

PLICATION

This rate schedule is ipplinblc only to Cyprus Bagdad (Site 4120932284) when it receives electric energy on a direct access basis from any
certificated Electric Service Provider (ESP) as defined in AL A-C. R14-2-1603. Service must be supplied as specified by individual customer contract and the
Company's Schedule #4 (Totalized Metering of Multiple Service Eatrance Sections AL a Single Promise for Standard Offer and Direct Access Service).

This rate schedule is not applicable to resale service.
“This rate schedule shall become effective a3 defined in Company"s Terms and Conditions for Direct Acz=ss (Schedule #10).

TYPE OF SERVICE
Servics shall be three phase, 60 Hertz, at 115 kV or higher.

METERING REQUIREMENTS
Customer shall comply with the terms and coqdi:iom for hourly metering specified in Schedule #10,

MONTHLY BILL
The monthly bill shall be the greater of the amount computed under A. or B. below, including the applicable Adjustments.
A_RATE
Basic _ Competitive
Delivery System Transition

. Service Distribution Benefits Charge

S/month $2.430.00

per kW $1.03 St.34

“per kWh $0.00298 $0.00113

RIMARY AND TRANSMISSIO SERVICE;

Pursuant to A.A.C. R14-2-1612.K 11, the Company shall retain ownership of Current Transformers (CT's)
and Potential Transformers (BT's) for those customers taking service at voitage levels of more than 25 kV.
For customers whose metering services are provided by an ESP, 3 monthly facilities charge will be billed, in
addition to all other applicable charges shown above, as determined in the service contract based upon the

~ Company's cost of CT and PT ownership, maintenance and operation.

DETERMINATION OF KW
The kW used for billing purposes shall be the greater of:

I.  The KW used for billing purposes shall be the average kW supplied during the 30-minute period (or other period as specified by
individual customer's contract) of maximum use during the manth, as determined from readings of the delivery meter.

2. The minimum kW specified in the agreement for service or individual customer contract.

B. MINIMUM '
$2.430.00 per month plus S1.74 per kW per month, until June 30, 2004 when this minimum will no longer be applicable. v ‘

NECTSTON NO. .//) / 6}7%
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- ADJUSTMENTS

1. Whea Mectering, Meter Reading or Consolidated Billiag sre provided by the Customer's ESP, the monthly bill will be credited as

follows:
Meter $55.00 per month
Meter Reading S 0.30 per month
Billing $ 0.30 per month

2. The monthly bill is also subject to the applicable proportionate part of any txes, or governmental impositions which are or may in
the future be assessed oa the basis of gross reveaues of the Company and/or the price or revenue from the electric service sold and/or
the volume of caergy delivered or purchased for sale and/or sold hersunder.

SERVICES ACQUTRED FROM CERTIFICATED E C.TRICSERV‘ICE PROVIDERS

Cusomer s r:s'pomxble for acquiring its own generation and any other required competitively supplied servicss from an ESP T he Company will
provide and bill its tracsmission and ancillary services en rates approved by the Federal Energy Regulatory Commission (o the Scheduling Coordinator who
provides raasmission service ta the Customer’s ESP. The Customer's ESP must submit a Direct Access Service Request pursuant to the terms and conditions
in Schedule =10. ’

ON-SITE GENERATION TERMS AND CONDITIONS ‘ .

If Customer has on-site gﬂcnnon connected to the Company’s electrical delivery grid, it shall enter into an Agreement for Interconnection with the
Company which shall eszablish all pertinent details refated to interconnection and other required service standards. The Customer does not bave the option to
sell power and eoeryy to the Company under this tariff

TERMS AND CONDITIONS

“This rate schedule is subject to Compan)'s Terms and Conditions for Sund:lrd Offer a.nd Direct Access Servicz (Schedule #1) and the Company's.
Schedule 210. These s:beduld have provisions that may affect customer's rnomhly bilL. )

| ,;_fn-,-ﬂ,. — / /0"7 =
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EXHIBIT C

Generation assets include, but are not limited to, APS' interest in the following
generating stations: '

Palo Verde
Four Corners
‘Navajo
Cholla
Saguaro
Ocotillo
West Phoenix
Yucca
Douglas
Childs -
Irving

including allocated common and general plant, support assets, associated land, fuel
supplies and contracts, etc. Generation assets will not include facilities included in -

APS' FERC transmission rates.

. DECISION Nd. Lg /9 23
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- EXHIBITD
Affiliate Rules Waivers

R14-2-801(5) and R14-2-803, such that the term “reorganization” does not incluce. and no
Comumission approval is required for, corporate restructuring that does not directly involve the
utility distribution company (“*UDC") in the holding company. For example, the holding
company may reorganize. form, buy or sell non-UDC affiliates, acquire or divest interests in
non-UDC affiliates, etc., without Commission approval.

R14-2-804(A)

R14-2-805(A) shall applv only to the UDC

R14-2-805(A)(2)

R14-2-805(A)(6)

R14-2-805(A)(9). (10), and (11)

Recision of Prior Commissi rder

Section X.C of the ® Coce:ieration and Small Power Production Policy” attached to Decision
No. 52545 (J' uly 27, 1981) rcaardmc reporting r‘qmremencs for cogeneration information.

Decision \o 55118 (July 24, 1986) - Paoe 13, Lines 5-1/2 through 15-1/2; Finding ofFact
No. 24 relating to reporting requirements under the abolished PPFAC.

Decision No. 53818 (December 14, 1987) in its entirety. This decision related to APS Schedule
9 (Industial Development Rate) which was terminated by the Commission in Decision
No. 59329 (October 11, 1995). S '

9th and 10th Ordering Paragraphs of Decision No. 56450 (Apnl 15, 1989) regarding reporting
requirements under the abolished PPFAC. :

639315 G!
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Jana Van Ness RECELY @602/250-2310 Mail Station 9909

Manager : : Fax 602/250-3399 - P.O. Box 53999

Regulatory Affairs - can poe -mai;iganness@apsc.com Phoenix, AZ 85072-3999
- 1493 OEC - t::Jﬁtt}mﬁ'://‘ér}»ng.apsc.com '

Docket Control
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

RE: APS Settlement Proceeding o
ACC Docket Nos. E-01345A-98-0473, E-01345A-97-0773, RE-00000C-94-0165

Dear Sir or Madam:

Pursuant to the Opinion and Order, Decision No. 61973 in the above referenced Dockets, Arizona Public
Service is filing an Addendum to the Settlement Agreement incorporating the modifications required by that
Decision. This Addendum has been reviewed and executed by all signatories to the original APS Settlement
Agreement. . »

if you havé any questibns regérding this filing, please contact me at (602)250-2310.

Jana Van Ness
Manager v
State Regulations

Attachment

Cé: Docket Control (18 copies plus original)
Parties of Record
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Addendum to Settlement Agreement

This Addendum is to the Settlement Agreement dated May 14, 1999 (hereafter
“Agreement”’) between Arizona Public Service Company (“APS” or “Company”) and the
various signatories to the Agreement (collectively with APS, the *“Parties”). By signing this
Addendum to Settlement Agreement (“Addendum”), the Parties intend to revise certain
provisions of the Agreement as directed by the Arizona Corporation Commission
(“Commission”) in Decision No. 61973 (October 6, 1999) (*Decision”). The Decision adopted
and approved the Agreement subject to certain modifications.

I.
Introduction and Recitals

I On May-14, 1999, the Parties entered into the Agreement;

2. On May 17, 1999, APS filed with the Commission a Notice of Filing Application
. for Approval of Settlement Agreement and Request for Procedural Order.

3. Commencing on July 14, 1999, and pursuant to a Procedural Order issued by the
Hearing Division of the Commission. a full public evidentiary hearing on the Agreement was
conducted.

4. On October 6, 1999, the Commiission issued its Decision No. 61973 ddoptmg
and approving the Agreement as modified in the Decision.

5. The Parties now wish 1o enter into this Addendum to revise the Agreement as
directed in the Decision. :

IL.
Addendum Agreement

1. Metering, Meter Reading, and Billing Credits

A. The Company’s revised unbundled rates and charges reflecting the .
metering, meter reading, and billing credits required by the Decision are attached hereto as
Revised Exhibit A,

B. The revised unbundled rates and charges in Revised Exhibit A to this
Addendum are substituted for the corresponding tariffs in Exhibit A to the Agreement.

C. Schedules A through C of Exhibit A to the Agreement are not affected by ‘
this Addendum and were adopted and approved by the Commlssmn in the Decision as
orwmally proposcd in the Agreement.

723889 , ' 1



2. Advanced Notice for Large Customers. Section 2.3 of the Agreement is replaced
with and superceded by the following provision:

2.3, Customers greater than 3 MW who choose a direct access
supplier must either (a) give APS one year’s advance notice
before being eligible to return to Standard Offer service, or (b)
pay APS for all additional costs incurred as a result of the
customer returning to Standard Offer service w1thout prov1dmg
APS at least one year s advance notice.

3. Deferral of Transfer Costs. Section 2.6(3) of the Agreément is
replaced with and superceded by the following provision:

(3) compliance with the Electric Competition Rules or
Commission-ordered programs or directives related to the
implementation of the Electric Competition Rules, as they
may be amended from time to time, which costs shall be
recovered from all customers receiving services from
APS, provided however, that no more than sixty-seven
percent (67%) of the costs to transfer generation assets to
an affiliate or affiliates shall be allowed to be deferred for
future collection under this provision; and

4. Rate Matters. Section 2.8 of the Agreement is replaced with and superceded by
the following provision:

2.8.  Neither the Commission nor APS shall be prevented from
seeking or authorizing a change in unbundled or Standard Offer
rates prior to July 1, 2004, in the event of (a) conditions or
circumstances which constitute an emergency, such as an inability
to finance on reasonable terms, or (b) material changes in APS™
cost of service for Commission-regulated services resulting from
federal, tribal, state or local laws, regulatory requirements,
judicial decisions, actions or orders. Except for the changes
otherwise specifically contemplated by this Agreement,
unbundled and Standard Offer rates shall remain unchanged until
at least July 1, 2004.

723889 : 2



5. Generation Affiliate. Section 4.1 ofthé Agreement is replaced with and
superceded by the following provisions:

4.1. Affiliates.

(1) The Commission will approve the formation of an affiliate
or affiliates of APS to acquire at book value the
competitive services and assets as currently required by
the Electric Competition Rules. In order to facilitate the
separation of such assets efficiently and at the lowest
possible cost, the Commission shall grant APS a two-year
extension of time until December 31, 2002, to accomplish
such separation. A similar two-year extension shall be
authorized for compliance with A.A.C. R14-2-1606(B).

(2) The affiliate or affiliates formed under this Section 4.1
shall be direct subsidiaries of Pinnacle West Capital
Corporation, and not APS.

3) After the extensions granted in this Section 4.1 have
expired, APS shall procure generation for Standard Offer
customers from the competitive market as provided for in
the Electric Competition Rules. An affiliated generation
company formed pursuant to this Section 4.1 may
competitively bid for APS” Standard Offer load, but
enjoys no automatic privilege outside of the market bid on
account of its affiliation with APS. '

0. Statutory Waivers. Section 4.3 of the Agreement is deleted in its entirety.

_ 7. Waivers of Affiliate Interest Rules. The Revised Exhibit D to this
Addendum setting forth the Affiliate Rules Waivers is substituted for the
corresponding Exhibit D to the Agreement so that the proposed waiver of R14-2-
804(A) in the Agreement is deleted.

723889 3



8. Conflicts with Electric Competition Rules. In reliance upon the Commission’s
directive in Decision No. 61973 (page 9) that “We want to make it clear that the Commission
does not intend to revisit the stranded cost portion of the Agreement. It is also not the
Commission’s intent to undermine the benefits that parties have bargained for,” Section 7.1 is
replaced with and superseded by the following provision:

7.1.  Approval of this Agreement by the Commission shall constitute a
waiver of any existing Commission order, rule or regulation to the extent
necessary to permit performance of the Agreement, as approved by the
Commission. Any future Commission order, rule or regulation shall be
construed and administered, insofar as possible, in a manner so as not to
conflict with the specific provisions of this Agreement, as approved by the
Commission. In the event any of the Parties deems a future Commission
order, rule or regulation to be inconsistent with the specific provisions of
this Agreement, a waiver of the new Commission order, rule or regulation
shall be sought. ‘

Nothing in this' Agreement is intended to otherwise intertere with
the Commission’s ability to exercise its regulatory authority by the
issuance of orders, rules or regulations. The requirements of this
Agreement shall be performed in accordance with the Commission’s
Electric Competition Rules including any specific waivers granted by the
Commission’s order approving this Agreement, except where a specific
provision of this Agreement would excuse compliance.

9. Interim Code of Conduct. Section 7.7 of the Aoreement is replaced with and
superceded by the following provision:

7.7. Within thirty (30) days of the date of the Commission
'decision approving this Agreement pursuant to Section 6.1, APS
shall file an initial proposed Code of Conduct to address inter-

~ affiliate relationships involving APS as a utility distribution
company as required by the Electric Competition Rules and which
includes provisions to govern the supply of generation during the
two-year extension provided for by Section 4.1 of this Agreement.
Interested parties may provide APS with comments on the initial
proposed Code of Conduct within sixty (60) days of the date of
the Commission decision approving this Agreement. APS will -
file a final proposed Code of Conduct for Commission approval
within ninety (90) days of the date of the Commission decision
approving this Agreement. Until the Commission approves a

- Code of Conduct for APS, APS will voluntarily comply with the
initial proposed Code of Conduct or. once filed, the final proposed

. Code of Conduct.

723889 ' : 4



10. Effect of Addendum, Other than as specifically modified by this
Addendum, all provisions of the Agreement remain in full force and effect.

AGREED TO AS OF \ , 1999:
RESIDENTIAL UTILITY ARIZONA PUBLIC SERVICE COMPANY
CONSUMER OFFICE

Byv W wz)(fis/&:
Title &d?%dq, ng&w;

Ho

VY . ™ 4 \ X
_‘Q LNTAOA, Eie SN T T
)

ARIZONA COMMUNITY ACTION (Party)
ASSOCIATION

By (5/%7 / | By
Title Z f Cm« %ﬂ-/fda ﬁ% Title

ARIZONANS FOR ELECTRIC CHOICE (Party)
AND COMPETITION, a coalition of '
companies and associations in support of

competition that includes Cable Systems

International, BHP Copper, Motorola, By -
Chemical Lime, Intel, Hughes, Honeywell,
Allied Signal, Cyprus Climax Metals, Asarco, Title

Phelps Dodge, Homebuilders of
_Central Arizona, Arizona Mining Industry

Gets Our Support, Arizona Food Marketing

Alliance, Arizona Association of Industries,

Arizona Multi-housing Association, Arizona

Rock Products Association, Arizona Restaurant (Party)
Association, Arizona Retailers Association,

Boeing, Arizona School Board Association,

-National Federation of Independent Business, By
Arizona Hospital Association, Lockheed Martin,

Abbot Labs and Raytheon. Title

Title Jygg(&gﬂ:
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Revised |

v EXHIBIT D
Affiliate Ruks Waivers

R14-2-801(5) and R14-2-803, such that the term “reorganization” does not include, and no
Commission approval is required for, corporate restructuring that does not directly involve the
utility distribution company (*“UDC") in the holding company. For example, the holding
company may reorganize, form, buy or sell non-UDC affiliates, acquire or divest interests in
non-UDC affiliates, etc., without Commission approval.

R14-2-805(A) shall apply only to the UDC

R14-2-805(A)(2)

R14-2-805(A)(6)

R14-2-805(A)(9), (10), and (11)

Recision of Prior Commission Orders

Section X.C of the “Cogeneration and Small Power Production Policy™ attached to Decision
No. 52345 (July 27, 1981) regarding reporting requirements for cogeneration information.

Decision No. 55118 (July 24, 1986) - Page 15, Lines 5-1/2 through 13-1/2; Finding of Fact
No. 24 relating to reporting requirements under the abolished PPFAC. :

" Decision No. 53818 (December 14,1987) in its entirety. This decision related to APS Schedule
9 (Industrial Development Rate) which was terminated by lh; Commission in Decision .
No. 539329 (October 11, 1995).

9th and 10th Ordering Paragraphs of Decision No. 56450 (Apnl 13, 1989) regarding reporting
requirements under the abolished PPFAC. :

63932102



DA-GS1

ELECTRIC DELIVERY RATES

ARIZONA PUBLIC SERVICE COMPANY . A.C.C. No. 5351

Phoenix, Anzons s o \ ; “ Tanff or Schedule No. DA-GS |
Filed by: Alan Propper Y t Ongnal Tanfdf
Title: Director, Pricing and Regulation WANRE M ) i \j /" '\ L. Effective: October 1, 1999
" DIRECT ACCESS
GENERAL SERVICE
AVAILABILITY

This rate schedule is available in all certuficated retail delivery service termitory served by Company at all pomu where facilities ofldequxu capacity
and the required phase and suitable vohage are adjacent to the premuses served.

APPLICATION

This rate schedule s applicable 10 customers receiving eiatne awrgy on a direct access basis trom any certificated Electnic Service Provider (ESP)
as defined in AAC. R14-2-1603. This rate schedule s applicabie to all electnc service required when such service is supplied at one point of delivery and
meagured through one meter. For those customers whose clectriaiy s delivered through more than one meter, service for each meter shall be computed
scparately under this rale unless conditions in sccordance with the Company's Schedule #4 (Totalized Metering of Multiple Service Entrance Sections AL a
Single Prequae for Standard Offer and Durect Access Service) are met. For those service locations where clectric sérvice hag historically been measured through
two meters, when one of the meters was installed pursuart 1o a waler heating rate schedule no fonger m effect, the electric service measured by such meters shail
be combined for billing purposes.

Ttus rate schedule shall become effecuve as defined in Company's Terms and Conditions for Direct Access (Schedule =10).

Thus rate schedule s not applicable 1o residential service, resale service or direct access service whuch qualifies for Rate Schedule DA-GS10

TYPE OF SERVICE

. Service shall be single oc three phase, 60 Hertz, at one stindard voltage'as may be selected by customer subject o availability at the customer’s
premise. Three phase service s furnished under the Company's Conditions Governing E xtensions of Electne Distnbution Lines and Services (Schedule #3).
Transformation equipment 1 included (n cost of extension. Three phiase servive is ot furrushed for motors of an individual rated capacity of less than 7-1-2 HP,
exoepe for existing facilities or where 1otal aggregate HP of all connected three phase motors exceed 12 HP. Threephas:meemmquu'ed for motors of an
individual rated capacity of more than 7-1:2 HP.

METERING REQUIREMENTS

All customers shail comply with the terms and conditions for foad profiling or hourly metenng specified in the Company's Schedule =10
MONTHLY BILL
The monthly biil shail be the greater of the mmmcomouwd under A or B. befow. including the appiicabie Adjustments.

A RATE

June - October Biiling Cveles i Summern

Basic ! Competitive

Delivery Yo Svstern Transiuon
Service Distnbution | Benefits Charge

S month TS , !

Per kW over § : : S T

Per kWh for the : i

first 2.500 kWh $004233

Per K Wh tor the

next 100 kWh per : $0.042¢

kW .over §

Per k Wh for the -

next 42,000 kWh 5002501

Per k Whi for ail

additional kWh 001811

Per all kWh S0.00115 ‘

Per all kW ! $2.43

/CONTINUED ON REVERSE SIDE)
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A RATE (cominued)

November ~ May Billing Cycles (Winter):

Basic Compeutive
Delivery System Transition
Service | Distribution Benefits Charge
$'month $12.50
Per kW over § $0.652
Per k Wh for the
first 2,500 k Wh 30.03827
Per k Wh for the
next 100 kWh per $0.03827
kW over § I
Per k Wh for the 3
next 42,000 kWh | $0.02600
Per k Wh for all .
additional kWh s0.01614
Per all kWh $O.00118
Per all kW $2.43

PRIMARY AND TRANSMISSION LEVEL SERVICE:

For customers served at primary voltage (12.5kV to below 69k V), the Distnbuuon charge will be discounted by 11 6%.
For customers served at transmussion voltage (69k V' or hugher), the Distnbution charge will be discounted $2.6%%
Pursuant 10 A AC. RI42-1612.K 11, the Company shall retain ownership of Current. Transformers (CT's)

and Poteritial Transformers (PT's) for those customers Laking service at voftage levels of more than 25k V.

For customers whose metering senices are provided by an ESP, a moethly facthues charge will be billed, in

additon to all other appitcable charges shown above, ss determined in the service contract based upon the

Company's cost of CT and PT ownership, maintenance and operation.

[

DETERMINATION OF KW

ThekWusedfo:bilﬁngpurpmashajlbc&nnvmgekapplied&uing!he ! S-munute period of maxamum use
duringthemomhuddammed&nmreadinpoﬁhcdehvaymaa.

B._MINIMIM

$12.50 plus $1.74 for each kW in excess of five of either the tughest k W established duning the |2 months ending with the current month
or the munimum kW specuied 1n the agreement for sernvice. whichever 1s the greater.

ADJUSTMENTS

L When Metening, Meter Reading or Consoirdated Billing are provided by the Customer's ESP. the monthly bill will be credited as follows:
Meter $7 62 per month : -
Meter Reading  $1 69 per month
Billing $1 33 per month

The monthly bill is also subgent to the appiicable proportionate part of any taxes. or governmental impositions which are or mav i the future
be asaessed on the basis of gross revenues of the Company andsor the price or revenue from the electnc service sold and'or the volume of
energy delivered or purchased for sale and or s0id hereunder

(¥

SERVICES ACQUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

Customers served under thus rate schedule are responsible for acquinng theyw own generation and any other required competiively supplied services
. from an E5? or under the Company’s Open Access Transmussion Tant The Company wiil provide and biil 1ts transmussion and anciliary services on rakes
approved by the Federal Energy Regulatory Comumussion to the Scheduling Coordinator who provides transmussion service 1o the Customer's ESP. The
Customer's ESP must submut & Direct Access Service Request pursuant 10 the terms and conditions in Schedule #10

(CONTINUED ON PAGE 3)
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ON-SITE GENERATION TERMS AND CONDITIONS

Cunnummedundadunuld\edulewhoh-veon-inggencrlumoo:madlod\cCawmy‘:elmcddelivuygxdnhdimintom
,WfarluamonMmmc«wnnymd)sbdlmbmhdlmdﬂuhmlnﬂwmmu\dmhamqummgm The
Cusomer does not have the option to sell-power and energy 1o the Company under this tanff. . :

CONTRACT PERIOD
0-1,999kW: As provided in Company s standard agreeme for service. .
2,000 kW and above: . - Three (3) years, or longer, at Company ‘s option for infial penod when construction 18 requured. One (1) year, or

longer, at Company’s option when construction is not requ_i.rcd

TERMS AND CONDITIONS

This rate schodule is subject to Company's Terma and Conditions for Standand Offer and Direct Access Service (Schedule #1) and the Company's
Schedule #10. These Schedules have provisions that may afect customer s monthly bul.

A2PROVED FOR FILING |

LEE‘:JSIQN s 0(?75 “




DA-R1

ELECTRIC DELIVERY RATES

ARIZONA PUBLIC SERVICE COMPANY A.C.C. No. 5350
Phoenix, Arizons Y Tariff or Schedule No. DA-R1
Filed by: Alan Propper i ,‘4\ Original Tariff
Title: Director, Pricing and Reguiation _ W Effective: October 1, 1999
DIRECT ACCESS
RESIDENTIAL SERVICE

AVAILABILITY
This rate schedule is available in all certificated retail delivary servioe territory served by Company and where facilitios of adequate capacity and the

APPLICATION

This rate schedule s applicable to customers receiving electne energy on a direct access basis from any certificated Electric Service Provider (ESP)
28 defined m A A.C. R14-2-1603. This rate schedule 18 spplicabic only 10 cloctnic delivery roquired for remidential purposcs in individual private dwellings and
in individuaily metered spartments when such service s supplied at ooe pount of delivery and measured through ooe meter. For those dwellings and apartments
where alectric service has histarically been measurod through two meters, when one of the metars was installed pursuant to s water heating or space heating rate
schedule 0o looger m effect, the clectrnic service measured by such metery shall be combined for billing purposes.

This rate schedule shall become effective as defined in Company's Terms and Conditions for Direct Access (Schedule #10.)

TYPE OF SERVIC

Savicznhnubezinglepm.sc,éoHmumwmrdvomgc(lm/zworlZOf'Zosunuybesclcuedbyammwrmbjeamnvnusb«'lityuu:
customer’s promise). Three phase service is furnished under the Company’s Conditions Governing Extensions of Electric Distnibution Lines and Services
{Schedule #3). Transformation equipment is inciuded in cost of extension. Three phase service is required for motors of an individual rated capacity of 7-1:2
HP or more.

METERING REQUIREMENTS

All customers shall comply with the terms and conditions for load profiling or hourly metering specified in Schedule #10.
MO Y Bl :
The monthly bill shall be the greater of the amourt oompuwd under A or B. below, including the appiicable Adjustments.

A RATE

May - October Billing Cycles (Summer):

Basic - | Competiive
Delivery ’ 4 - Svstem Transiton
: Service Dhstnbution Beneftits Charge
$‘month $10.00
All kWh S D4158 SO LS o SN 0093

November - Apnl Billing Cvcies (Winter):

Basic ‘- ‘ Competiuve
Delivery . Svsiern | Transiuon
Service Dristnbution Benetits Charge
$ month $10.00
All kWh $0.03518 S0 00118 $0.00930
B. MINIML'M $ 10.00 per month

ILING

i

. B ~ g
aPENCYED O

. -
(CONTINUED ON REVERSE SIDE) POECIS O s ﬂ 2 2 )
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ADJUSTMENTS
i When Metering, Meter Reading or Consolidated Billing tre provided by the Customer’s ESP, the monthly bill wiil be credited as foilows:

Meter $4.00 per month
Meter Reading $1.69 per month
Bulling $1.33 per month

2 mmnhlyb\llu;bombjedtothenppliablepmporﬁmﬂcpaﬂof&nymugovmin'pocitjq-whichmormyinlhcﬁlmm
be assessed on the basis of gross revenues of the Company and/or the price or revenue from the elecmnc service soid andior the volume of
cocrgy delivered or purchased for sale and/or sold hereunder. )

SERVICES ACQUIRED FROM CERTIFICATED ELECTRIC SERVICE PRQVIDERS

Customers served under this rate schedule are responsible for soquiring their own generation and any other required competrtively supplied services
from an ESP.  The Company will provide and bill 1ts ransmussion and anciilary services on rates approved by the Federal Encrgy Regulatory Commussion to
the Schoduling Coordinator who provides. transmission service to the Customer's ESP. The Customer's ESP must submit a Direct Access Servioe Request

pursuant to the terms and conditions in Schedule #10.

ON-SITE GENERATION TERMS AND CONDITIONS

Customers served under this rate schedule who have on-site gencration connocted to the Company 's clearicddcliveryg_-id shall enter uxo an
Agreement for Interconnection with the Company which shull establish aif pertnent detatls related to nterconnection and other required service standards. The
Customer does not have the opuon 1o s¢ll power and energy o the Company under this tanff.

TERMS AND CONDITIONS

Thus rate schedule is subject o the Company's Terms and Conditions for bwmdud Otfer and Durect Access Services (Schedule 21 ) and Schedule
210. Theae schedules have provisions that may atfect customer 's monthly bill. :




Exhibit A
DA-GS10

ELECTRIC DELIVERY RATES

ARIZONA PUBLIC SERVICE COMPANY , ) A.C.C. No. 5352
Phoenix, Arizooa S " L Tanff or Schedule No. DA-GS10
Filed by Alan Propper ™ Original Tariff

) Effective: October |, 1999

Title: Director, Pricing and Regulation
DIRECT ACCESS
EXTRA LARGE GENERAL SERVIC
AVAILAB )
This rate scheduje is availabic in ail cauﬁawdmuld:hvervmccwnﬂorvmedbyCoupmyudlpomwba’cfwlmaofndeqmcxpamw
and the required phase and suitable voltage are adjacent to the premuses served.
APPLICATION ] ) .

This rate schedule is applicable 1o customers receiving electnic energy on a direct access basis from any certificated Electnic Service Provider (ESP)
as defined n A A.C. R14-2-1603. This rate schodule is applicable ouly o customers whose monthly maximum demand is 3,000 kW or more for three (3)
consecutive moalhs m agy continuous twelve (12) month period ending with the currert moath. - Service must be supplied at one potnt of delivery and measured
through one meter unieas otherwise specified by individual customer contract. - For those customers whose clectricity i delivered through more than one meter,
service for each meter shail be computed separately under this rate unless conditions in socordance with the Company’s Schedule #4 (Totalized Metering of
Multiple Service Entrance Sections Al & Single Premuse for Standard Offer and Direct Access Service) are met.

This rate schoduic is not applicable 1o resale serice.

Tlus rate schedule shail become effective as defined in Company's Terms and Conditions for Direct Access (Schedule #10).

TYPE OF SERVICE

Service shall be three phase, 60 Hertz, at Company's standard voltages that are available within the icinity of customer's premise.

METERING REQUIREMENTS

All customers shail comply with the terms and conditions for hourly metering specified in Schedule #10.

MONTHLY BILL
The monthly bill shall be the greater of the amourt computed under A. or B. below, including the applicable Adjustments.

A RATE
Basic | Competiuve
Delivery Svstern Transiuon
Serace Drstnbution Benefits i~ Charge
$ month 2.430.00 1‘
per kW $3.53 RS
per kWh ) $0.00999 3001t

PRIMARY AND TRANSMISSION LEVEL SERVICE.

For customers served at pnmary voltage (1 2.5k V 10 below 69k Vi, the Distnbuuon charge will be discounted by 4 8%
For customers served at transtrussion voitage (69k Y or higher). the Distnbution charge wall be discounted 36 7°a
Pursuant 1o A AC. R142-1612 K I, the Company shall retain ownershup of Current Transformers

~i1CT's) and Potertial Transtormers  PT's) for those customers laking service at voltage levels of more
than 25 kV. For customers whose mtering servicea are provided by an ESP, a8 monthiy facilities charge
will be bitled. i addition to all other applicable charges shown sbove, as determuned in the service
contract based upon the Company's cost of CT and PT ounerstup, mairtenance and operation.

|
3

DETERMINATION OF KW
The kW used for billing purposes shall be the greater of

1. The kW used for billing purposes shall be the average kW supplied during the 1 S-minute period: (or other period as specified by
individual customer’s contract) of maximum use dunng the month. as determined from readings of the delivery meter.

: (
2. . The munimum kW specified in the agreement for senvice or individual customer contract.

ARPROVED FOR FILING

NTT N REV e 5
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B. MINIMUM

$2,430.00 per month plus $1.74 per kW per month.

ADJUSTMENTS

1. When Metening, Meter Reading or Consolidated Billing are provided by the Customer’s ESP. the monthly bill will be crediied as foliows:
Meter $154.15 per moath
Meter Reading $1.69 per month
Billing $1.33 per month

2. The monthly bill is also subsect Lo the applicablc proportionate part of any taxes, or governmental impositions which are or may in the future
be assessod on the basis of gross revenues of the Comparry and/or the price or revenue from the electric service s0id and/or the volume of’
energy delivered or purchased for sale and/or soid hereunder. .

SERVICES ACQUTRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

Customers served under this rate scheduie are responsibie for acquiring their own generation and any other required competitively supplied services
from an ESP. T be Companry will provide and bill its transmission and anciilary services on rates approved by the Federal Energy Regulatory Conxmussion w
the Scheduling Coordinator who provides transtrusaion service (o the Customer’s ESP. The Customeer’s ESP must subent & Direct Access Service Raquest
pursuant 1o the terms and conditions in Schedule #10.

ON-SITE GENERATION TERMS AND CONDITIONS .

Customers served under this rate schedule who have on-aite generation connected to the Company's electrical delivery g'ids}ullcm&unoan
Agreement for [merconnection with the Company which shail establigh all pertinert detasls refated 1o interconnection and other required service standards. The
Customer does not have the option to sell power and energy to the Company under this tand.

CONTRACT PERIOD

For service jocalions in:

1) [solated Aress: Ten (10) vears. or longer. st Company’s opuon, with standard seven (7) vear termunation period.
b) Other Areas: Three (3) year, or longer. at Company's option

TERMS AND CONDITIONS

Thus rate schedule is subject to Company’s Terms and Conditions for Standard Otfer and Direct Access Service (Schedule #1) and the Company's
Schedule #10. These scheduies have provisiona that may affect customer's monthly bill.




EXhibit A
DA-GS11

C DELIVERY RATES
ARIZONA PUBLIC SERVICE COMPANY N A.C.C. No. 5395
Phoenix, Arizona ! z_,\/ : " " Tariff or Schedule No. DA-GS11
Filed by: Alan Propper \j{ g , \h Original Tariff
Title: Director, Pricing ind Regulation i : ‘e Effective: October 1. 1999
DIRECT ACCESS

RALSTON PURINA

AVAILABILITY

Thnrnundhchleu-mhbkmdlmﬁamdmddethymmmmedbyComp‘nvunﬂpocn.lwherefnalmaohdequauc-p-atv
and the required phase and surtable voltage are adjacent (o the premiacs served. ]

PLICATION

This rate schedule is applicable oaly to Ralston Purina (Site #863970289) when it receives clectric encrgy oa & direct scoees basis from any
certificated Electric Service Provider (ESP) as defined in A A.C. R14-2-1603. Service must be suppliod as specified by ndividual customer contract and the
Company’s Schedule #4 (Totalized Metering of Multiple Service Entrance Sections At 1 Single Premuse for Standard Offer and Direct Access Sarvice).

This rate schedule is not applicable 1o resale service.

Thus rate schodule shall become effective as defined in Company 't Tem and Conditions for Direct Acoess (Schedule #10).
TYPE OF SERVICE

Service shall be throe phase, 60 Herz at 12.5k V.

METERING REQUTREMENTS

Customer shail comply with the terms and conditions for hourly metering specified in Schedule 710.

MONTHLY BILL
"The monthly bill shall be the greater of the amount computed under A or B. below. including the applicable Adjustments.

A RATE
Basic Compeutive
" Delivery System Tramsiuon
Service Distnbution ‘Benefits Charge
$/month $2.430.00
per kW $2.58 $1.86
per kWh $O 00732 SO0

'DETERMINATION OF KW

The kW used for billing purposes shall be the greater of:

1. The kW used for billing purposes shail be the average kW supplied dunng the 1 S-minute period (or other period as specified by
individual customer ‘s contract) of maximum use duning the morth, as deterruned from readings of the deliverv meter.

LB

B. MINIMUM

$2,430.00 per month plus $1.74 per kW per moath.

1.

2 The murumum kW specified n the agreemeit for service of individual customer contract.

When \{:u:nng, Meter Reading or Consolidated Billing are provided by the Customer’s ESP. the momhly bilf will be credited as follows:

ADJUSTMENTS
Mecter $154.15 per month
Meter Reading  $1.69 per month
Billing $1.33 per month

2

The monthly bill is also subject to the applicable proportionate part of any taxes, or gow’mmnul impositions which are or may in the future
be assessed on the basis of gross revenues of the Company and. o the price or revenue from the electnic service sold and/or the volume of
energy delivered or purchased for sale andior sold hereunder.

(CONTINUED ON REVERSE SIDE)
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SERVICES ACQUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

C«minmblcforwquinngmowngaﬂmmu\dmyo(.hcrrequnred-xxmamvclymppliedsa\neufmmmES?. TbchyMll
pmvidemdbﬂmhmn'mkmmdmlhrymmmnappmvedbyUnFedaﬂEna'ychuthmmnuonmmedechlmgCoordmnor@
provides transmussion service to the Customer’s ESP The Customer’s ESP must submit s Direct Acoess Service Request pursuan 1o the terms and conditions

in Schedule #10.
ON-SITE GENERATION TERMS AND CONDITIONS

Uammmmmwd:wy'sdmwdquygndﬂmumixmmwformm«\_vithmc
Cmywﬁd:hﬂmbﬁﬁﬂmﬁﬂdaﬁhwlnadmmwuﬁuh«muucdﬂmm The Customer does not have the option o
sell power and encrgy (o the Cornpany under this tanff.

TERMS AND CONDITIONS

This rate scheduke s subject to Company’s Terms and Condiuons for Standard Offer and Direct Access Service (Schedule #1) and the Company 's
Schedule #10. These schedules have provisions that may afect customer's monthly bill. )
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DA-GS12

ELECTRIC DELIVERY RATES

ARIZONA PUBLIC SERVICE COMPANY T el el i _ A.C.C. No.-$396
Phoenix, Arizooa ~ ! j ¢ i)__) { \l/-—« ; Tanff or Schedule No. DA-GS12
Filed by Alan Propper . EANRE N Oviginal Tariff

Effective: October |, 1999

Title: Director, Pricng and Regulation

DIRECT ACCESS
BHP COPPER

AVAILABILITY

'Ihuruendudﬂcnavuhbkmuuwuﬁmdmd&hvaymmmymdby%myumpmmmfuﬂmaofmwy
and the required phase and suitable voltage are adjacer to the premises served.

APPLICATION »
This rate schedule iz applicable only to BHP Copper (Site #774932285) when 1t receives clectric energy ou a direct access basis from say
certificated Electric Service Provider (ESP) as defined in A A.C. R14-2-1603. Service must be supplicd as specified by individual customer coatract and the
Company’s Schedule #4 (Towlized Metering of Multipie Service Entrance Secuons At 2 Single Premuse for Standard Offer and Direct Access Service).

This rate schedule is not applicable 10 resale service.

Thus rate schedule shall become effective as defined in Company's Terms and Condx'tim.for Drrect Access (Schedule #10).
TYPE QF SERVICE

Service shall be three phase, 60 Hertz, a1 12:5 kY or higher.

METERING REQUIREMENTS

- Customer shall comply with the terms and conditions for hourly metening specified i Schedule #10.

MONTHLY BILL
The monthly bill shail be the greater of the amount oom.putcd under A. or B. below. including the applicable Adjustments.
A _RATE
Basic Distnbution Distributson Compettive
Defivery at Primary st Transrmussion System Transition
Service Yofage Voltage Benefits Charge
S month $2,430.00 : -
per kW $2.38 s122 S1.54
per kWh $0.00665 SO 00346 SO01LS

PRIMARY AND TRANSMISSION LEVEL SERVICE

Purcuamt o A AC RIA2-1612 K 11, the Company shall retaun ownershup of Curremt Transformers (CT's) -
and Potenuial Transformers (PT's) for those customers takung serice at voltage levels of more than 25 kV.
For customers whose metering services are provided by an ESP, 3 monthly facilities charge will be billed, in
sddition to all other applicable charges shown above, as determuned in the service contract based upon the

Company's cost of CT and PT ownershup. maintenance and operation

DETERMINATION OF KW e ' -

The kW' used for billing purposes shall be the greater of:

t The kW used for billing purposes shall be the average kW supplied dunng the 30-munute period (or other period as specified by
individual customer's contract) of maximum use dunng the month, as determined from readings of the delivery meter

2. The minimum kW specified in the agreement for service or individual customer contract.

B MINIMIM

$2,430 00 per month plus $1.74 per kW per month

APPROVED FOR FILING
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ADJUSTMENTS

1. When Mctering Meter Reading or Consolidated Billing are provided by the Customer's ESP, the morghly bl will be credited as follows:

Meter $154.15 per morth
Meter Reading $1.69 per month
Billing $1.33 per month

2. The monthly bill is also subject to the applicable proportionate part of any taxes, or governmental impositions which are or may in the future
' be assessed on the basis of gross revenues of the Company and/or the price or revenue from the electric service soid and/or the volume of
energy delivered or purchased for sale and/or s0id hereunder. . v

SERVICES ACQUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

Customer is responmbie for acquinng s own generation and any other required competitively supplied services from an ESP. T he Company will
provide and bul its ransmission and ancillary services on rates approved by the Federal Energy Regulaiory Commission to the Scheduling Coordinator who
provides transmission service o the Customer’s ESP ﬂmemusESPmunwunnaD\maAmS«wocchuanpumnmmmmmdmum R

in Schedule #10.

ON-SITE GENERATION TERMS AND CONDITIONS

UWMMMOnWmme&xwmy'selwmwdclivaygwd.itshnﬂmmm.—\gwnatforhnmmcaiou\_mh!he
Company which shall establish all pertinent details related to utterconnection and other required service standards. The Customer does not have the option 0

scli power and energy to the Companry under this tanff.

TERMS AND CONDITIONS

Thus rate schedule 18 subject o Company’s Terms and Conditions for Standard Otfer and Direct Access Service (Schedule #1) and the Company's
Schedule #10. These schedules have provisions that mav atfect customer s monthiy buil.




DA-GS13

ELECTRIC DELIVERY RATES

ARIZONA PUBLIC SERVICE COMPANY ) . . AC.C. No. 5397
Phoenix, Arizons AT ? "'\ : S ) Tanfl or Schedule No. DA-GS13
Filed by: Alan Propper : ,-;-g:i *3",_}}_;\! Original Tariff
Tite: Director, Pricing and Regulation wd ova R /‘{ii dd V. Effective: October 1, 1999
DIRECT ACCESS
CYPRUS BAGDAD
AVAILABOLITY

T'hnnumleunvulnb&emnueemﬁcuedmddehvmmwnmmedvaompmynnﬂpouﬂwhatfmlmaohdequﬂ:up«m
and the required phase and suitable voltage are adjacent to the premuses served.

APPLICATION
This rate schedule is applicable only to Cvprus Bagdad (Site #120932284) when ot receives elmcm-gyoundimmb.m&mvmy

certificated Electric Service Provider (ESP) as defined in A A C. R14-2-1603. Sarvice axiat be supplied as specified by individual customer contract and the
Campany's Schodule #4 (Towulized Metering of Multipie Service Entrunce Sections At a Singie Pramuise for Standard Offer and Direct Accoss Service).

’ This rate schedule is not applicable (o resale service.
Thus rate schedule shall become effecuve as defined in Company's Terms and Conditions for Direct Access (Schedule #10).
TYPE OF SERVICE

Service shall be three phase, 60 Hertz, at 115 kV or hugher.

METERING REQUIREMENTS

Customer shall comply with the terms and conditions for hourly metering specified m Schedule #10.

MONTHLY BILL

The monthly bill shall be the greater of the amount computed under A or B. below, inciuding the applicable Adjustmerns.

A RATE
Basic | Competuve
Delivery ) I System Transtuon
Service Distnbution |~ Benetity Charge
$ month $2.43000 |
per kW $105 | EY
pet kWh SO00298 1 SHOOILS
PRIMARY AND TRANSMISSION LEVEL SERVICE
Pursuant to A AC Ri4-2-1612.K 11, the Company shaif retain dw\ershnp of Currert Transformers (CT's)
and Potenuial Transformers (PT7s) for those customers takung service at voltage levels of more than 25 KV
For customers whose metering services are provided by an ESP, a monthiy facmliues charge wall be billed, in
addition 1o all other applicable charges shown above, as determuned in the service contract based upon the
Company’s cost of CT and PT ownershup. maintenance and operation
DETERMINATION OF KW
The kW used for billing purposes shall be the greater of!
1. The kW used for billing purposes shall be the average kW supplied dunng the 30-munute period (or other period as specified by
individual customer’s contract) of maxamum use during the month, as determined from readings of the delivery meter.
2. The muumum kW specified in the agreement for service or individual customer contract.

$2.430.00 per month plus $1.74 per kW per moath, until June 30. 2004 when thus murumum will no longer be appiicable.

/’\Hr’x\d«?f) = oR SiLING {

B
_ _ l
(CONTINUED ON REVERSE SIDE) | _Lé_iﬂ_b—
| CECISION 7
. ]
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JUSTMEN

When Metering, Meter Reading or Comsotidated Bilting are provided by the Customer's ESP, the monthly bill will be credited as follows:

Maer $154.15 per month
Mecter Reading $1.69 per month
Billing $1.33 per moath

Thcmomhlybiu'uz.\nmbjcawthenpplicablepmpommuupmofmyummgovmmdmpahimwhidxmormyinﬂnfumre
bculancdonlhcbui:o(yonrcvenuaotheCompmymd/ormc.priccorrevm&omlhcclccu'icaa'wocsolduxi/orthevolumof
energy delivered or purchased for sale and/or-sold hereunder. :

SERVICES ACQUIRED FROM CERTIFICATED ELECTRIC SERVICE PROVIDERS

Customer is responsible for acquiring rts own generation and any other required competttively supplied services from an ESP. T be Company wiit
provide and bill fts ransmission and ancuilary services on rates approved by the Federal Energy Regulatory Commission o the Scheduling Coordxmmr\f'b_o
provides tranumistion service o the Customer's ESP - The Customer's ESP must submit a Direct Access Sernice Request pursuan (o the terms and conditions

in Scheduic #10.

v

ON-S[TE GENERATION TERMS AND CONDITIONS

[fCu.umuhuon-cncgmumeoamadmd\cC‘xnpmy':cimcaldclivqypd.hMlmmmWf«memﬂt
Company which sball establish all pertinent detals related to interconnecton and other required serace standards. The Customner does not have the opuon to
scll power and encrgy o the Company under tus tand.

TERMS AND CONDITIONS
i

This rate schedule i mbject 1o Company’s Térms and Conditions for Standard Otfer and’Direct Access Senvice (Schedule 21) and the Company’s
Schedule 310, These scheduies have provisions that mav afect customner s morthly il ' :
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Arizona Corporation Commission  Commissioner Jim Irvin ;m?“mm |
DOCKETED  Arizona Corporation Commission i -

. Dissenting Opinion
0CT 1 91999 : Decision No. 61973

October 19, 1999
DOCKETED BY {

Have you ever been promised a present, given a different one, and then asked to

pay fof it yourself? Well, that’s what has happened to Arizona residential consumers and
small businesses with the Commission’s approvai of the Arizona Public Service ("APS”)
settlement\ agreement/contract. In sum, Arizona consumers were promised robust
competition, given a modest rate cut (actually, 6.83%), and then asked to pay for that rate
cut to the tune of an additional minimum of $350 million dollars in stranded cost
recovery for APS (plus an undetermined amount for “transition” costs associated with

creating affiliates to handle competitive Ventures). The parties to this settlement

agreement are APS, AECC (a representative of industrial and commercial interests), the
Residential Utility Consumer Office' (RUCO -a state utility “watchdog”) and Arizona
Community Action Association. Excluded from.participating. n tﬁe' negotigtibns Was the
Arizona Corporation vCorm‘nission, the Arizona Consumers Council and potential
cofnpetitors of APS, like PG& E Energy Services, Commonwealth Energy and others.
Such exclusions — as well as a lack of adequate representation for residential consumers —
testify t.o the fact that this settlement agreement does not encompass the wide spectrum of

interests it holds itself out to represent.

! In the recent Auditor General’s performance audit of RUCO, it states, “According to the act establishing
RUCO, the agency is intended to represent the intetests of residential consumers, critically analyze
proposals made by public service corporations to the Commission, and formulate and present
recommendations to the Commission.” According to Greg Patterson — then Director - RUCO did not
perform any type of critical analysis to determine whether the benefits to residential consumers are fair and




ansumefs Promised Competition

When the Commission embarked on deregulation over five years ago, the ﬁrimary
purpose was to restructure the electric industry by introducin‘g the generation portion of
utility sewice to the wonders of the free marketplace — where robust competition would
spark innovative technologies, and consumer choice would improve quality bf service
and drive rates downward. Incumbent monopolies such as APS fought hard and
challenged the Commission’s authority to change the regulatory paradigm, but so far
these legal challenges have been unsuccessful.

On September 21, 1999 ~ as I promised voters in 1996 to help bring about
competition in Arizona — I voted for a second time in favor of the Electric Competition
Rules (“Rules”) for the purpose of beginning the deregulation process; one that had been
stalled earlier this year. While the Rules are not perfect, and while future Commissions “
will need to make adjustments to the Rules to assure a ‘fair’ competibtive market, [ believe
they provide a framework where> consumer and free-market interests enjoy some
safeguards. However, only two days after these Rules were-jadopted, the Commission
has now approved a settlement which, among other things, gives many “exemptions” and
“waivers” from provisions in the Rules which conflict with the APS settlement contract.

When potential competitor after competitor testifies that the APS settlement
agreement will not provide an appropriate atmosphere for competition within APS’
service territory, it is our role as regulators to at least consider their arguments. -
Unfortunately, at least one Commissioner indicated he was unwilling to consider any

amendment unless it was proposed by a party to the'agreernent. However, many

reasonable in light of APS’ stranded cost recovery figure, or whether the figures supplied by APS and
AECC are accurate. 3



potential competitors — which are not parties to the settlement -- argue that the shopping
credits provided for in the settlément are too low, a view supported by Commission Staff.

- Staff opined that it had, “demonstrated that the broposed shopping credits were
inadequate when considered in reference to each entire class of customeré. The fact that
one particular customer may expeﬁence an adequate shopping credit does not justify the
Commission’s approval when the referenced customer’s usage characteristics are
différent than those of the class‘ as a whole.”* In fact, S.taff argued that making a
modification to the shopping credit would make it more likely that a competitive market
can develop without increasing rate levels, and still allow the company to collect all its
stranded costs. Not surprisingly, APS counsel stated during Open Meeting that any
increase in the shopping credits would be‘ a ‘“‘dealbreaker.” My proposed amendment
was then subsequently voted down, as was the opportunity to develop a more competitive

market in Arizona.

Consumers Given Modest Rate Cuts

One provision of the APS settlement agreement hailed. by consumer gro‘u-ps such -
as RUCO is the modest 6.83% rate cut to residential Standard Offer-customets. How |
RUCO came to this conclusion is unclear; its Diréctor admitted during testimony that no
critical financial analysis of any portion of the agreement was conducted by its staff.
Timothy Hogan, who representé thte Arizona Consumers Coﬁncil (which is opposed to
the settlement) asked the appropriate question; “Is it enough?”’ APS has not been

thrdugh a full rate case since 1988, and this Commission has not undertaken the

? Staff’s Exceptions to Recommended Order



process to determine if the company has been — 6r is currently — overearning profits. The
population in the Phoenix metropolitan area has exploded since 1988, and one can
ascertain that customer growth has mirrored that number as well. If the goal of this
Commission was to get rate cuté for all consumers, a rate case certainly would have been
less onerous and less expensive to all parties than the monumental effort to deregulate
the generation portion of the electric industry.

More disturbing is the_fact that these “guaranteed” rafe cuts are not guaranteed at
alll. Of the 7.5% rate cut APS proposed, about one-tenth of that humber was already
ordered by this Commission in 1996. In addition, the company rgservés_the right to come
back and seek changes to its rates prior to July 1, 2004 ( the year the “guarantee” expires)
in the event of an unforeseen event or an emergency. APS claims that these rate cuts will
save all consumers close to $475 million dollars in savings during this transition period.
However, Commission staff estimates that the savings are closer t'o $329 million dollars,
with about $173 million going to residential consumers. Unfortunately, RUCO and
ACAA conducted n§ analysis at all. |

ustomers Pay through Stranded Cost

“Stranded Cost Recovery” is a term artfully used by incumbent utilities to explain
why consumers should have to pay them to change the system. Under the original
Stranded Cost Order, incumbent utilities such as APS would have had to divest
themselves of generation assets — a process which would give a clear indication to all
parties of their value. However, the Rules were changed in April, 1999 to allow
incumbent utilities to utilize any method outsidé divestiture to recover its stranded costs. ‘;

In an article appeaﬁng in Forbes earlier this year entitled “Poor me,” Christopher Palmeri



writes, “Not every state legislature or utility commission has the political will to force
divestiture, however.’; After explaining how incumbent utilities often litigate the matter
of stranded cost recovery as a tactic of delay, he writes, “For this reason, legislators and
regulators sometimes feel like they need to cut some deal, any deal, just to get a
~ competitive market moving forward.” It is a tactic that has worked brilliantly for APS.

The argument advanced by APS is that in changing the regulatory paradigm from
one of a monopoly system to a compvetiti've marketplace, certain investments (such as
generation plants) lose value. If anything, the market has shown throughout many states
(CA, MA, NY, CN) thét generation assets can be sold at nearly twice the book value of
the plant.’ Although APS contends that its generation assets are at least $533 million
dollars over market value, how can the market value bé detérmined when nothing has
been offered for sale in Arizona? |

The Commission has had a léng standing practice (and one which I support) of
allowing utilities’ shareholders to ke‘ep fifty percent (50%) of any net proﬁt of assets
| divested. The  other fifty percent (50%) is returned to rate’f;ayers who paid for those
assets. ‘So vhow. does a utility get around this concept of “stranded benefit”? Instead of
divesting thernsélves of the asset through the open market, they transfer it to an affiliate
at “book value,” thus bypassing any need to account for a net profit. Meanwhile, the
asset still rétains it higher “market value” and, if then sold by the generation affiliate,
may fétch a hefty price. Only. with divestiture can the open market determine whether a

utility is left with “stranded costs” or “stranded benefits.”

? Palmeri writes, “According to data collected by Cambridge Energy Research Associates, the average
nonnuclear power plant put up for sale last year sold for nearly twice its book value.” Forbes



Another justification APS advances for the recovery of stranded costs is that “lost
revenues” will result by losing current customers to new market entrants. If this is true,
why did Pinnacle West Energy Corporation (an APS energy affiliate) announce plans to
build and upgrade new generating facilities to meet the demands set by customer
growth?* In its recent application to the Commission, Pinnacle West Energy Corporation
writes:

- “The growth rate in electricity use has exceeded six percent a year

for Arizona Public Service Company (APS) customers in Arizona.

Growth in the metro-Phoenix area is expected to increase peak customer

demand for power from 7,000 MW in 1999 to over 9,000 MW in 2005. In

order to meet that need, new generating plants and transmission lines will

be needed to import more power into the Valley." :

And I thought consumers in Arizona were being asked to pay for “stranded costs”
because of lower valued plants, in addition to APS’ estimates on how many customers it
stands to lose to new market entrants. APS Energy Services (an APS marketing affiliate)
already markets power in other states such as California. So, while Arizona consumers

are being asked to foot the bill for APS’ stranded cost rebovery, California consumers are

being marketed “competitive” cost power by its affiliate.

Conclusions
1. The APS settlement contract does not promote competition. Rather, it protects

the status quo, making Standard Offer Service more attractive to the average
consumer and tougher for competitors to effectively compete within APS’ service

territory. Also, the shopping credits provided for in the agreement are too low.

‘In 1988, APS’ customer based was 582,003. In 1996, it was 717,614. In 1998, it had grown to 798,697.
These figures are based on APS filed annual reports.



(U8

The aggregate 6.83% rate cut over the next four years is a modest figure
considering that APS has not been through a rate case since 1988. Is it enough,
given APS’ rapid growth in its customer base since that time? And what about
the so-called “éuarantee,” even though APS reserves the right to change its rates
in .the case of an emergency?

Parties to the agreement like RUCO did not perform a critical financial analysis of
the proposal, either with regards to the consumer rate cuts or the stranded cost
recovery for APS. Furthermore, they accepted the information provided by APS
and AECC without analyzing its veracity.

APS has not proved it is entitled to its stranded cost recovery figure. Commission
staff estimates that under the APS methodology, stranded cost recovery should be
approximately $110 million dollars, far below the estimated figure of $533
million calculated by APS. Additionally, Arizona’s Cou;t of Appeals has ruled
that utilities do not have a “regulatory compact” with the Commission, a concept
advance byvutilities to j.us.tify their reasons for stranded éost recovery.

The agreemeﬁt pfovides for exemptions to APS to the recently passed
Competition Rules; rules which a_tterript to bring about a level playing field to
foster a competitive fnarket in Arizona. Such exemptions render the protections
for fair competitioﬁ in the Rules meaningless.

Attempting to bind future Commissions to the “benefits” bargained for by the
parties has been challenged as uncoﬁstitutiona], and -- contrary to APS’ assertions
made in the settlement agreement — its adoption by this Commission will create

more litigation rather than less litigation.



In my opinion, the APS agreement/contract passed today represents an
affirmation of the sfatus quo, does not promote competition thrdugh a leveled playing
field, and contains rate cuts which could likely have been more if obtained through a rate
case. Because the provisions contained therein are not in the public interest, I cannot

vote in favor of the agreement, and must therefore dissent.

3 |

JimyIrvin, Commissioner
1zona Corporation Commission
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TESTIMONY OF WILLIAM H. HIERONYMUS

INTRODUCTION

Q. Please state your name, occupation and business address.

A. My name is William H. Hicronymus. T am a Vice President of the consulting firm
Charles River Associates, Inc. Charles River Associates is an cconomic and
management consulting firm with offices in Boston; Washington D.C;
Philadclphia; College Station and Houston, Texas; Salt Lake City and scveral
Woest Coast citics as well as international offices in Europe and the Pacific. My
busincss address 1s 200 Clarendon Strect T-33, Boston, MA 02116.

Q. What is your occupational background?

A. T have assisted clicnts on the cconomic and management issucs involving utilitics

sincc approximately 1975. Since that time, I have performed numcrous

cngagements for utilitics, independent power produccrs, government agencics and

other partics with intcrests in the industry. Since approximatcly 1988, I have

focuscd on the restructuring of the cleetric power industry, initially in Europe and
the Far East and, from 1993, in North America. In that context, T have performed
cngagements concerning utility privatization legislation; the treatment and
quahtiﬁcation of stranded cost; the crcation of regulatory and market rulcs; assct
valuation and markct forceasting; and market power monitoring and mitigation. 1
have testificd well over 100 times before statc commissions, the Federal Encrgy
Regulatory Commission (FERC), lcgislative bodics and federal courts. Talso

havc appearcd before the Arizona Corporation Commission (Commission) on
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numerous occasions. Most recently T submitted preparcd written testimony on
behalf of the Arizona Public Scrvice Company (APS) in Docket No. E-01343-01-

0822. My rcsumc 18 attached as Exhibit WHH-1.
What is the purpose of your testimony in this proceeding?

T have been asked by APS to comment on two issucs. The first is whether the
scparation of gencration from APS, consistent with the Commission’s existing
compctition rules and the APS Settlement, is in the public interest. The sccond is
whether Pinnacle West Energy Corporation (PWEC), as the future owner of the

APS generation, will have market power.

SUMMARY OF CONCLUSIONS

Please summarize your conclusions.

Regarding the first question, the scparation of APS’s gencration is in the publib
intcrest because the public interest is best served by the ercation of a liquid and
vibrant compctitive wholesale markct.b Scvering the vertical connections between
generation and transmission materially facilitates the creation of a competitive
wholcsalc market by reducing concerns about the excreisc of vertical markct
powcr. Eliminating unitary ratemaking over the various portions of the uﬁlity
cnterprise, cspecially the full separation of the gcncration‘mtity from the

distribution and customer scrvice entity, climinates cross-subsidization concerns.

Thc benefits of a competitive wholesale market flow primarily from three

‘causcs. First, the progressive movement from cost of service to market pricing
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produccs powcrﬁﬂ cfficicncy inccﬁtivcs that did not cxist prcviously. Related to
this is the improﬁcmcnt in managcxﬁcut dceision making for competitive scrvices
as morc profit-oricnted managements replace utility mdnopoly managements and
their regulators as decision makers conceming what to build, how to contract for
fucls, and hqw to operatc generating facilitics. Sccond, a competitive wholcsale
market allows customers to benefit as competition among efficient gencrators
drives down prices relative to what they would have been under continued
monopoly rﬁgulation. Third, a competitive wholesalc market is an cssential
underpinning of retail competition and, with it, the product and pricing

innovations that rctail compcetition can produce.

Within the context of the WSCC market arca, there can be a competitive
market cven if APS remains an “old fashioncd” utility, vertically intcgrating load
and gencration. However, APS’s customers will not be allowed to benefit from

cither the wholcsale or retail compctitive alternatives if this occurs.

The cxpericnce with gas dercgulation taught the lesson that scparation of
the control of the tré1mnissio11 network from the control of bulk cnergy supply is
an csscntial clement of ercating a compctitive wholcesale market. Beginning with
Order No. 888 and continuing on through the current campaign to causc all
cleetric transmission to be controllcd by RTOs that arc independent of gencration-
owning catitics, this scparation of gencration from transmission has been the main

theme of FERC policics to promotc competitive wholcsale markets.

Becausc the bulk of cxisting generation is, or was, owned by vertically

intcgrated utilitics, the crcation of a vibrant wholcsale market also is facilitatcd by
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reducing the conncetion between a utility's cxisting gencration and its load.
Scparation of compctitive gencration from remaining regulated monopoly cntitics
is nceessary to climinate potential cross-subsidics that could interferc with both

wholcsalc and rctail competition

[ am awarc that recent cvénts in arcas ncar Arizona havc tarnished the
image of markct restructuring. 1 belicve that, allegations of misbchavior
notwithstanding, the specific cvents of 2000-2001 in the WSCC arose from a very
unusual combination of cvents that arc unlikcly to recur simultancously and must
be undcfstood in that context. It is notablc that many other policy decision
makers have not been fazed by the California cxpericnce. The movement away
from the regulated monopoly model to the competitive market modcl has onljr
marginally slackened its pace. In most of the U.S., in Europe, Asia, South
America and parts of Africa, indced cven in a number of formerly communist
countrics, the belicf that competitive wholesale and retail cnergy markets arc

supcrior to rcgulated monopoly remains unshaken.

Turning to the sccond topic of my testimony, potential market power in a
competitive market and the potcntiél markct powcr that a post-divestiturc PWEC
might be allcged to have, this issuc is difficult to summarize casily. As a general
matter, PWEC, cven if it had full authority to scll power from the entire flect of its
asscts (including those to be transferred) would lack market power in relevant
regional powcr markets, since its share of such markets is small and thosc markets -
arc structﬁrally compctiﬁvc_, and will remain so after divestiture. Morcover, the

Pimnaclc West companics are not in fact free to scll their powcr at market rates.
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Currcﬁtly, the Pinnacle West companics only have power to scll during off-pcak
periods. Complction of Red ﬁawk Units 1 and 2, and West Phoenix Unit 5 will
somecwhat improve its balance between load and resources. However, load

growth in Arizona is so rapid that thesc units will be absorbed beforc they arc on

ling, with the result that Pinnaclc West still will have insufficient resources owned

~ or under current contract to serve 2003 loads rcliably while making salcs during

most ncar-peak periods. In off-peak periods, they will have power to scll, but so
will many other scllers. Hence, these shoulder and off-peak markets will be

vigorously compctitive.

If APS is granted its requested variance from the Commission’s Rule
1606(B) and cnters into a long term contract with PWCC to scrve its standard
offer load, its nct short position will be maintained. Undcr the proposcd
agreement with APS, PWEC would contract away its gencration on a long-term
basis. Since its ability to scll cnergy at markct prices would be small, it would
lack markct power. As is the casc today, its ability to scll power to the market
would be primarily during off-peak periods when competition is cspecially

vigorous.

To the cxtent that the Commission’s final resolution of the issucs in this
and related dockets frecs up PWEC capacity or, more gencrally allows such
capacity to be sold into short term markets at market rates, PWEC”s sharc of such
markets will incrcasc. Even in this cvent, PWEC still will lack markct power in
rcgional power markcts (c.g. the markct consisting at a minimum of the Dcsert

Southwcst and Southcrn California). In most respects, it is this larger market that

A}
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is appropriatcly considered in cvaluating PWEC’s potential market power, since
power pricing refleets relatively unconstrained competition across it during most

periods.

The potential market power adhering to asscts located within load pockets
such as Phocnix and Yuma is prospectively constrained by cxisting APS tariff
provisions for “must Tun” power' and will continuc to be constrained by RTO

tariff conditions oncc an RTQ becomes operational.

Whencever there is a transition from traditional regulation to competitive
markets, the issue ariscs as to whether the gencration portion of the previously
vertically integrated utility will have locational market power over the customers
in the related control arca. Pinnacle West has passcd FERC’s test (the “hub and
spoke” test) to determine whether it should be authorized to scll power at market
rates, including the right to scll at market ratcs within the APS control arca. Sincc
this authority was granted, FERC has supplantcd the test that Pinnéclc West
passcd with a new and more stringent test (the “Supply Margin Asscssment™). 1
have performed this test and find that a post-divestiture PWEC stil] would qualify

for markect rates in all arcas, including the APS control arca.

If the Commission has any remaining concern that PWEC could have
locational markct power in thc APS control arca, that concern can be addressed
readily. APS’s customers arc potentially subject to PWEC cxercising markct

power only if their loads arc not covered by bilateral contracts. If those loads are
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 substantial ly covered by bilateral contracts — whether with PWEC (through

PWCC) or some other seller — PWEC will not have market powcer with respect to
them. Since any well-designed resolution of the issucs in this docket will assurc

that thc APS Standard Offcr Scrvice will be backed to a large degree by bilateral

agrecements, PWEC will not have locational markct power in the APS control

arca.

THE BENEFITS OF A COMPETITIVE MARKET AND NEED TO TRANSFER

FACILILITIES

Q.

What is the current status of market deregulation in the U.8.?

A pictorial summary creatcd by the U.S. Department of Encrgy is attached as -
Exhibit No. WHH-2. The primary focus of the DOE analysis is on retail access.
Howcver, underlying retail access in most or all instances is wholcsale market
restructuring. According to DOE, 24 states plus the District of Columbia have
cnacted rotail access by law or by rcgulation. Thesc states include most of the
Northcast and Mid-Atlantic, and much of the Midwest and Southwest and West
Coast arcas. The arcas without approved retail access include the prairic and
mountain statcs, much of the Southcast and some hydro-bascd states in the
Northwest. Arizona is classificd as having approved retail access, as is correct.

The states with approved retail access include one, California, where access has

My understanding is that FERC has sccepted the form of the must run protocol as part of APS’s tarift
but requires that the specific (i.c. price) terms of the tariff be filed before the must run portion of the
tarift becomes active.
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been suspended and seven where it has been delayed since the events of 2000-

2001.
What common activities have the states with retail access undergone?

The activitics rclevant to this proceeding include scparation of gencration,
transmission and distribution (and in some casc retailing or customer scrvice);
specifically the corporate scparation of gencration cither into a scparatc subsidiary
or by divestiturc to third partics or a combination of the two; creating regulatory
structurcs for retail competition, including provider of last resort regulations; and
the creation of transitional arrangements to cnsurc price stability and guard

against the cxcreisc of market power.

You noted that a common activity in states with retail access is the separation
of competitive generation from the regulated monopoly activities. Has this
been done in all such states?

Yes, with the cxception of Virginia. Notably, Virginia retail acccss is off to a |

very slow start.

Why is the separation of the generating assets from the regulated utility a

~ nearly universal element of the move to retail access?

There arc scveral reasons. First, the croation of a market-driven, competitive
market is scen as beneficial in its own right. Indecd, many industry experts

belicve that wholesale competition, not retail competition, is the primary benefit

~ from utility restructuring. Sccond, both rctail access initiatives and the federal

movc to pull transmission planning and control out of the vertically integrated
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utility undermine the basis for maintaining a regulated monopoly source of
generation. Third, both retail and wholcsale competition require a decp and liguid
wholcsale market. This is made more difficult if the load-scrving utility retains its

gencration.
Please expand on the desirability of a competitive wholesale market.

There arc two main “fathers” of the movement to dercgulate cleetricity markct.
The first was the analogy to other markcts that previously were tightly regulated
and then deregulated.  These include rail and motor freight, telecommunications,
airlincs and natural gas. Thesc carlicr industry dercgulations werc scen as a
success. The causes for the perecived suceess — reducing the scope for vertical
markct power and cross-subsidization, more profit driven and innovative
managements, and removing politics and rcgulatory policics to a substantial
degrec from micro-decision making -- were scen as applying also to the clectric

utility scctor.

The sccond was the then-reeent history of the cleetricity industry itsclf.
Both rcgulators and utilitics had been badly bruiscd by the cxperience of over-
building cxpensive bascload gencration in the 1970s and carly 1980s. As rescrve
margins narrowcd, utilitics were reluctant to build, and regulators to approve, new
powecr plants. In some statcs, regulator or legislatively driven cxeessive costs for
QF powcr were a causc of high ratcs. Indced, the first part of the CPUC’s “Bluc

Book™ that kicked off its dercgulation initiative reads like a plca for someonc to

“stop mc before I make bad regulatory decisions about new gencration again.”
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On the more positive side, the cxpericnee with QF power beginning in the
mid-1980s and with Excmpt Wholesale Generators in the carly 1990s created
confidence that noﬁ-utility resources could be absorbed into the generating mix
without impairing rcliability. Confidence in a competitive wholesale market also
was cnhanced by development of a new and better tcchnology for gas-fired
generating cquipment that could be built quickly and without a need for high
front-loaded revenucs. Further, increasing tradiﬁg volumes among utilitics,
particularly within the cxisting “tight pools” in the Northeast, created confidence
that a wholcsale market that depended on both bilateral contracts and spot trading

transactions could be operated reliably and cconomically.

This then-reeent history, both negative and positive, along with
introduction of competitive clectricity markets in the UK., continental Europe
and clscwhere created the confidence that competitive markets for clectricity
could work and provide cfficicney benefits to the cconomy and cost bcncﬁ ts to
consumers. Morcover, a cbmpcti tive wholcsale clectric market could underpin
retail competition and with it the innovations that had been scen with the
dcregulation of other industrics. This fit well with the gencral presumption that
pervades the U.S. political system and cconomy that free competitive markets arc

preferable to government supervision of markets and companics.

Do regulators and public officials in the states that have deregulated remain
committed to deregulation, including the separation of generation from

regulation?
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Yeos. Tasked my staffto do a statc-by—staté onlinc scarch for remarks made
recently by such officials. Thesc officials remain confident that their markets will

work well and provide bencfits to consumers. Twill citc a representative samplc:

o Dercgulation in Texas took cffect on January 1, 2002. Since then, According to
Texas Governor Rick Perry, consumer costs have plummeted $1 billion due to
residential ratc savings.” “Tcxas® suceess can be attributed to the deregulated
market’s design, competitor strategy, and the good fortunc of low wholcsale
prices.”® Texas Public Utility Commissioncr Rebeeca Klcin says that clectricity
markct in Texas is “healthy” and customors that have switched clectric supplicrs
arc “alrcady sceing savings of up to 12 pereent.”™ Tom Nocl, CEOQ of the Electric
Reliability Council of Texas (ERCOT), said that “cleetric dercgulation thus far
has been successful,” and that, “new clectricity supplicrs have been chosen by
approximatcly 270,000 of the 5.5 million Texas residents who have gained the
right to pick new providers on January 1. For the last three years, the Center
for the Advancement of Encrgy Markets (CAEM) has published the “Red Index”
(Retail Elccetric Dcrcgulatfon Index) which ié, in their words, “a scorccard for

measuring progress on cnergy restructuring.”® CAEM uscs 22 objective

Hopefils clash over electricity; Sanchez, Perry cite higher, lower rates, San Antonio Lxpress-News,

(http:/Awww.cren.doe.govicleetricity restructuringsweeklyfapro3 02.htmi)

Texas Officials and Suppliers Proclaim Electric Deregulation A Success Thus Far, PR Newswire,

A.
2
Mectro/South Texas scetion; pg. 5B, May 16, 2002
3 Xcenergy Viee President Bruce Humphrey
4
Uinancial Scetion, licbruary 28, 2002
s .

 Texas Deregulation Picking Up Speed, Uncrgy Daily, Volume 30, Number 28, February 12, 2002

Retdil Lnergy Deregulation Index 2002 (Abstraet ), Center for the Advancement of Unergy Markets
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restructuring criteria to arrive at a state’s scorc bascd on 100 points. The CAEM
critcria arc broken up into a competitive framework cluster, a gencration cluster, a |
consumer clustcr, a distribution cluster, and a commission cluster. Tc?cas took the
top U.S. spot, in the 2002 Tndex, with 69 points. Ken Malloy, CEQ of CAEM,
said, “T am confident that Texas customers will enjoy the benefits of clectric

competition much sooncr than customers in other statcs.”’

e . On March 27, 2002, Pennsylvania’s Public Utility Commission Chairman Glen R.
Thomas and Mark Schwiker, the Governor of Pennsylvania, announced, “the first
Pemnsylvania customers will sce the Competitive Transition Charge climinated
from their bill. Duquesne Light customers will sce their rates drop between 16
and 20 pereent.”®  Pennsylvania’s Elcetric Choice program has, over the last S
years, saved customers morc than $4 billion in clectricity costs.” Pennsylvania
ranks sccond among statcs in thc 2002 RED Index, having rccently been
overtaken by Texas.'® On February 7, 2001, in his annual budget address to the
Genceral Asscmbly, then Pennsylvania Governor Tom Ridge said, “We have
dclivered approximately $3 billion in savings, duc to guarantccd Tatc cuts, savings
from shopping, and avoided fucl costs.” Then-Pennsylvania Public Utility

Commission Chairman John M. Quain added, “Beforc clectricity choice,

Texas Llectric Competition Ranked #1 in U.S., (wcb sitc)

PUC Chairman Thomas Marks Milestone for Eleciric Competition: !f!: st PA Cmmmere bee Lower
Rafee Thavks to ‘Stranded Cost” Coming Off Bills, March 27, 2002 (atips//

PUC Chairman Thomas Marks Milestone for Electric Competition: First PA Customers See Lower
Rates Thanks to “Stranded Cost’ Coming Off Bills, March 27, 2002 (attpi//fpuc.psonline.com)

Retail Uncrgy Deregulation Index 2002 (Abstract ), Center for the Advaneement of Energy Markets
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Pennsylvania cleetric rates were 15 perecnt above the national average, and now

»

our ratcs arc 4.4 pereent below the national average.

e “About 46 percent of the total amount of clectricity used cvery day in Mainc is
purchascd from competitive power supplicrs”, said Mainc Public Utilitics
Commission spokcsman Phil Lindley.”?  “For large and midsize commercial
customers, Mainc has morc compctition in cnergy supply than perhaps any statc.
In Central Mainec Power's territory, for instance, 88 percent of all manufacturcrs
and other large power uscrs havc signed contracts with cncrgy providers. For
medium users such as supermarkets, the figure is 42 pereent.”’®  Mainc has scen
success that most statcs haven’t in converting customers to compcetitive supplicrs
beeausc they usc a system where “the standard offer tracks the wholesale market
up or down on a year-to-ycar basis, with the cost of competitive supplics staying
in the samc range. In most statcs, thc multi-year standard offers ratc remains well
below wholcsale market ratcs this year and thc number of uscrs choosing

alternative supplicrs has declined.”"

e On February 1, 2002, the Michigan Public Scrvice Commission (PSC) released its
“Status of Electric Competition in Michigan™ rcport.  According to the PSC’s

findings, competition in Michigan's rctail clectric choice program grew 30 percent

Pennsylvania Again Ranked No. 1 in Nation for Elecwric Deregulation,  Commonwcalth of
Pennsylvania Ottice of the Governor: Commonwealth News Burcau, tebruary 7, 2001

Power rates to change today; FFor many customers, prices will decrease, Bangor Daily News, March 1,
2002

Restructuring quietly meeting most goals, Maine Sunday Telegrum, BUSINLSS; Pg. 11, January 6,
2002
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during 2001." To datc, the Commission has licensed 15 alterative clectric
supplicrs to scrve its Statc’s customers. “Commissioncr Robert Nelson has said
that he belicves the state would cxperience a dramatic increasc in commercial
load going to 60mpctition, particularly in Detroit Edison's territory.”'® The
commission remains confident of the success of retail access despite a slow start,
citing transitional problems including “infrastructurc limitations, cconomic
difficultics nationally and statcwidé and the simple nced for participants to lcarn

how to compete cffectively.!’

e QOhio’s clcctrié restructuring is in the sccond ycar of a five-ycar market
development period.  Alan R Schriber, Chairman of the Public Utilitics
Commission of Ohio (PUCQ), reports that 40 governmental aggregators rccci;wfcd
certification from the PUCQ and subscquently their programs have accounted for
85 pereent of the residential switching customers, 50 pereent of the commercial

switching customers and 25 pereent of the industrial switching customers.'®

These comments focus primarily on retail acecss, since delivering choice

to customers is a primary motive for utility restracturing. However, these policy-

16

Marketers serving more load in Maine as standard offer rate hikes take effect, Retail Scervices chon
COMPLTITION; Pg. 5, September 28, 2001

Status of Electric Competition in Michigan, Michigan Public Scrvice Commission: Department of
Consumer & Industry Scrvices, fcbruary 1, 2002

Llectric Restructuring Weekly Update, The United. States Department of Unergy, licbruary 8, 2002
(hupiwww.eren.doe.govielectricity_restructurinip/weekly/feb8_02. htmBmich)

Status of Llectric Compeﬁﬁon in Michigan, Michigan Public Scrvice Commission: Department of
Consumer & Industry Scrvices, lebruary 1, 2002

The Ohio Reiail Electric Choice Programs Report of Market Activity for the Year 2001, Public Utility
Commission of Ohlo, April 2002
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makers would not remain bullish on the success of retail aceess unless they also

were confident that underlying wholesale markets also were competitive.

Your summary indicated that a number of states had not embarked on
deregulation and that some had backtracked from scheduled deregulation
after the California experience. Why have some states shown lesser interest

in restructuring their electricity industries?

The rcasons vary. Many of the statcs that have not undertaken rcstructﬁring arc
states with low rates and low variéblc production costs. Low ratcs give risc to “if
it ain’t broke, don’t fix it.” Low variablc costs causc concerns that restructuring
Wbllld causc powcr to be shipped to higher cost markets or, morc gencrally, for
low in-statc prices to be arbitraged against higher prices in ncarby arcas. Somc
statcs arc primarily public power and for both tax-rclated reasons and cultural
oncs arc rcluctant to parﬁcipatc in markcts. Somc statcs may simply be
conscrvative, not in the political-cconomic scnse of being pro-market and pro-
capitalism, but in the scnse of reluctant to change. Finally, in some statcs a short
legislative calendar has contributed to failure to take up the issuc in preference to

other concerns scen as morc pressing.

What is signal about thc motives for not moving to restructurc is the

relative absence of a defense of the status quo cxcept in the public powcr statcs.

States that have cschewed restructuring duc to low generation costs do so for the

pragmatic rcason that the current system allows them to circumvent what

otherwisc would be constitutional barricrs to measurcs that keep in-statc power
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from being sold in multi-statc markcets. Only Florida might be considered to be
affirmatively status quo, relying on vertically integrated utilitics for make or buy

dccisions and prohibiting purcly merchant generators.

You alluded earlier to what was going on internationally. Can you

summarize briefly?

Yes. Utility deregulation first started in Chile in the 1980s. In 1988, the UK.
cmbarked on privatizing its statc-owned cleetricity industry. Privatization was
complcted in 1990, with scba:ration of gencration, transmission and distribution, a
partial breakup of generation (into three entitics) and limited retail access, since
cxpandcd to full retail aceess, with a retail access program ranked as the most
successful in the world. In 1993, the European Union adopted a retail cleetric
compctition program with phascd access that now stands at about 40 pereent.
National initiatives in some member states resulted in 100 pereent access. Both
the EU and its member states have taken stcﬁs to crcate competitive underlying
wholesalc markets. Restructaring is complete in Australia and New Zealand, well
underway in Korca, Singaporc and Hong Kong, and beginning in China. Various
South Amcrican countrics have restructured their markets to accommodate new
cntry and the salc of companics to now owners. Some of the larger former Sovict
republics and satcllitc nations in Eastern Europe have completed or are well on

their way to restructuring.

In your summary at the beginning of this section, you indicated that the legal

- and operational separation of utility functions generally was one reason for

the legal separation of generation. What did you mean?
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The alternative to the ercation of a competitive wholesale market is the Integrated
Rosource Planning (IRP) process. TRP rocognizes that generation and
transmission arc built to serve load cconomically and reliably and arc, in a sensc,
interchangable. Under IRP, demand-side measurcs, transmission planning and

gencration planning all must be done intcrdependently.

Retail acecss means that no cntity can plan its gencration for a stable and
predictable customer basc for the simplce rcason that the load that it will scrve
cannot be predicted with the same accuracy as previously. Wherceas proviously
load uncertainty related to the cconomy and weather of a predetermined ﬁ:gion,
generation planning can no longer be based on “native load” but must reflect the
market opportunitics of sclling gencration not only to a (relatively unknown) basc

of rctail customers but also to the market.

Related to this is a concern with cross-subsidy and preferential sclf-

dcaling that can undermine the cffectivencss of retail compcetition. These appear

to have been the prineipal reasons for this Commission’s approval of assct

transfers on a number of previous occasions, as discusscd in Mr. Jack Davis’s

testimony.

Another break in the vertical chain that underpinned IRP is the separation
of transmission planning and opcration from both generation and from retail
operations. FERC Order 888 required strong codcs of conduct restricting
communication between transmission providing portions of a utility and thosc
portions with ﬁlarkct functions, including cxpressly those that buy and scll power.

It sincc has broadencd the application of thosc codes. Morc fundamental ly.
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FERC’s RTO initiative, together with its insistence that all cssential transmission
planning and opcration functions occur at the RTO level, have broken the nexus
between transmission and gencration planning. Whereas previously a utility
could tradc off between generation siting decisions and transmission investments,
that process cannot be integrated, at least not dircetly, in an RTO world wherein

the RTO plans transmission and merchant generators site gencration.

The third summary reason why utility generating assets need to be separated

is the need for a deep and liquid wholesale market. Why is this needed?

All markets benefit from many buycers and scllers and from transparcncy. By
transparency, | mean that there cxists a market price (rather than scveral prices for
the same product and arca) and that this price is visible and knowable to all actors
m the market. This inhcrently requires deep and liquid markets. If all existing
utility-owned or controlled generation remained with the utility, then most of the
power uscd by customers (all of it, initially) would be outside of the markct and

the market correspondingly thinner.

Doesn’t this imply that APS’s proposed PPA will have a negative effect on
competitive markets since it will reduce the amount of energy traded in the

market for its duration?

No, not materially. If your question had been, would long term PPAs covering all

of the load in the WSCC and all of the cxisting gencration injurc competitive

markcts, my answer would have been yes. However, this is not the casc. The

large-scalc divestitures in California and the snbstantial amount of new merchant

- gencration being built in the region are sufficient to create a decp and liquid
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market under foresccablc circumstances. This gives APS and the Commission the
luxury of deciding whether it wants the PPA on other grounds, such as price,
reliability, fucl diversity and so forth without nceding to be conccrned about

whether wholcsale powcer markets will be decp and liquid.

Your comment about California divestiture prompts me to ask what your
basis is for the statement that the California experience has not deterred

other states and was due to causes unlikely to recur. Why is it?

What happcnbd in California can Bc traccd to four causcs, cach of which is
unlikely to affcet Arizona in the futurc. Bricfly, these arc: 1) a supply shortage,
amplificd by a temporary gas shortage; 2) the absence of long-term contracts; 3)
market design flaws; 4) the absence of regulatory safcguards and slowncss in
regulatory responsc. The first, a shortage of supply, is the principal causc of the
crisis. The remaining three arc reasons why the tight supply conditions had such
a great cffcct on customers, the California utilitics and markets throughou.t the

WSCC.

The rcasons for the supply shortage arc well known. For years, California
said “no” to ncw power plants. Indced, I was SCE and PG&E’s cconomics
witness in the last CPUC proceeding in which they sought, unsuccessfully, to gain
CPUC permission to build a major ncw power plant. That procceding took place
in 1980! In the latc 1990s, Califomia was rapidly sﬁckiug up all of the availablc
surpluscs in surrounding states. This amplificd the cffects of demand growth ‘on :
making supplics availablc to California disappcar. Then, the record shortage of

hydro, combincd with hot weather, created a need to run cssentially all available
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gcn»cration. This ercated inherently higher marginal costs and a seller’s market
that was con-ducivc to the cxercisc of markct power or, at a minimuim, shortage
pricing. Partly as a result of the high demand for gas-fircd genceration and partly
for other rcasons, some of which were not specific to California or the West, gas
prices surged and availability fell, résulting jn the extension of high prices into

and through the winter of 2000-2001.

Whilc another low rainfall ycar doubtless will occur in the future, such
abnormal hydro conditions will not be the norm. Importantly, cven if such
conditions recur, the conjunction of low rainfall with rcgionally inadcquate supply

and wholly pricc inscnsitive demand arc conditions that arc quitc unlikcly.

The abscncc of bilateral contracts with terms that would have reflected
morc normal markcet cxpectations meant that the California utilitics, and other
buyers without sufficicnt contracts to mect their salcs obligations, faced the high
market prices for much of their power. If the California utilitics and other utilitics
in the western U.S. had had, for cxample, 95 percent contract cover, T doubt that
wc would be talking about California today. The abscnce of contracts sufficient
to cover load obligations had two éauscs: the decision to not sign transitional
PPAs for divested gencration and a morc genceral prohibition on the IOUs buying

power outside of the PX spot market. That provision, designed to assurc markcet

_ liquidity, was patterncd after the U.K. market rulcs that required that all power be

- sold through a central spot market. However, while all pchr flowed through the

pool in the UK., bilateral contracts were still the norm, covering some 90-odd

pereent of distribution company purchascs. A contract form called “contracts for
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differences” insulated pricing from the volatile pool pricc despite that the power
was bought and sold through the pool.

The abscnce of bilateral contracts may have had another cffect as well. As

T will discuss more thoroughly in connection with market power, a scller’s

incentive to scck to drive up prices is reduced to the cxtent that it has pre-sold

power. If all of a scller’s output is being sold in short term markets, it can
profitably withliold a large amount of power in order to raisc prices for the
remainder. While Tam not awarc of a definitive demonstration that such
withholding occurred in California, the incentive to do so clearly was magnificd

by the lack of bilatcral salcs.

Markct participants and rcgulators have lcamed these lessons. California
load is now fully covered, perhaps over-covered, by forward contracts. The
California ISQ is planning markct changes, particularly an installed capacity
obligation, to insurc that adcquate rescrves cxist, generally covercd by forward
contracts. Other load scrving catitics in the region also has taken steps to incrcase

contract cover.

Poor markct rulcs bear some of the blame for the California cxperience.
The “gaming” recently revealed in internal Enron memoranda cxisted primarily to
takc advantage of flaws in the rules. Other rules, or the toothlessness of existing
rules, contributed to high costs of bowcr in the 1SO’s market. Rules changes,
including market power mitigation procedurcs since have been madc to cure at

lcast some of these problems.
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The last causc that T cited was a slow regulatory responsc.  The adverscly
affceted California partics and public officials were tardy in making usc of
availablc opportunitics to scck redress at FERC and initiate a refund-cffective
datc under Scetion 206 of the Federal Power Act. FERC was, at that timc, lcd by
a Chairman who was idcologically indisposcd to intervention in markets. Perhaps
most fatally, California officials lcft retail prices unchanged despitc the high costs
in the wholesale market, with the result that the demand rcs-ponsc that would havp
brought supply and demand better into balance did not occur. Doubtless, thesc
officials wcre mqtivatcd in part by an unconditional ratc frecze that was part of
the California restructuring legislation that allowed the illusion that the high costs
would beabsorbed by utility investors. Again, this is a lesson that, having been

lcarned, should not be repeated.

Indced, the change in foderal and state vigilance about the cxcreisc of
market power, both horizontal and vertical, has been very marked. In particular,
FERC”s insistcnce on RTQO formation has taken on a new urgeney since RTO
markct power monitoring and mitigation is scen as the principal “front linc”
defensc against both the excercisc of market power and gaming of inadcquate or
incfficicnt market rules. Notwithstanding this rolc of the RTOs, the FERC itsclf
has stepped up its market power policing with proposcd new rules to climinate the
time gap in which prices arc not subjcet to refund, new markcet power tests, and a

new 100 person investigation and enforcement unit.

What conclusion do you draw about the California experience?
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Simply that the Commission should not rctreat from its previously cxpressed
belief in a competitive market merely becausc of the California cxpericnce. At

FERC and among the markeot participants and policy makers in WSCC markets,

lessons have been learned, perhaps cven over-learned, to prevent a recurrcnce.

This docs not mean, however, that the Commission should ignore the
cxpericnee in California and in other markets that prices can be volatilc.
Elcetricity is a commodity and, like all commoditics, will be prone to “boom-
bust” cycles. Morcover, as the market price of clectricity comes increasingly to
be dependent on the price of gas, the natural volatility of prices will increasc. The
reduction in volatility and in dcpendence on a singlc fucl source that is forccasted
to incrcasc in price more rapidly than compceting fucls is a substantial benefit of
cntering into a long term purchase of cnergy from a gencration fleet utilizing a

mixturc of fucls and technologics.

MARKET POWER

‘What is the purpose of this section of your testimony?

Among the “Track A” issucs sct for hcaring by thc Commission is “the transfcr of
asscts and associatcd markct powcr issucs”. The purposc of this testimony is
address markct power in a post-transfor world.

Please begin by defining market power.

Market power is the ability, profitably, to sustain an increasc in pricc above a

competitive level. Each clement of this statement matters. Manifestly, in order to
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incrcasc prices, the firm or firms in question inust havc the ability to do so. In
any market with an upward-sloping supply curve,'® all firms have some such
ability, albeit perhaps 01113;' to a minimal cxtent. Hence the next word: the action
taken must be proﬁtablc. If a markct participant withholds capacfty, price will
increase. Howcvcr; its own salps will fall. The profitability calculus depends on
whether the increasc in profits from higher prices outweighs, or not, the decrease
in profit resulting from lost sélcs. Next, the inercasc must be sustainable. If
prices arc mcreased, rivals will react, for cxample by shifting output to the
affceted market. Entry also may occur. The Fedcral antitrust authoritics, i.c., the
Antitrust Division of the U.S. Department of Justice (DOJ) and the Federal Trade
Commission (FTC), and FERC tend to regard entry that can occur within a onc to
two year period as availablc to discipline prices. Lastly, price increascs arc
measurcd relative to a competitive price; in the vaguc words of the DOJ/FTC

Merger Guidclines, the increasc of conecrn can be “small but significant™.
How is market power exercised?

Excrcising market power requires that capacity be withheld from the market. Tt is
basic cconomics that thc price in a market is determined at the interscction of the
supply and demand curves. By withholding capacity, a supplicr will reducc
aggregatc markct supply, causing pricce to risc. Gcncraliy, tiu: steeper the supply

curve, the greater is the incrcasc. Hence, if there arc other supplicrs with

19

An upward-sloping supply curve means nothing morc than that the price at which an additional amount
of output will be provided increascs as the amotint demanded increasces. For example, low loads can
be met with. coal and nuclear generation, modemte loads with relatively cfficient gas-fired generation
and high loads will requirc use of inctficicnt gas-fired or oil units. With relatively rare cxceptions,
most supply curves are upward sloping, cspeeially in the short run.
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significant capacity only slightly morc cxpensive than the ﬁrm’s competitive bid
price (termed an clastic supply condition), the attempt by the firm to raisc price
significantly will bc mostly unsuccessful and almost certainly unprofitable.
Gcncrai ly, the competitive price for clectricity supply is flat over broad regions,
then jumps between fuel types and technology, and becomes stecply increasing
only in the region at the cnd of the supply curve, where incfficicnt units with low
but diversc cfficiency arc the only remaining units. This is important ‘in the
current context becanse the substantial amount of combined cycle capacity being
built in or ncar Arizona has quitce similar cost characteristics and similar
opportunity costs, so that this region of the supply curve is flat. This mcans that
only in very high load period (when all such units arc alrcady running) or perhaps
very low periods (when prices arc below the variable costs of such units), will

feasible withholding stratcgics in spot markcts be potentially profitable.

Electricity also is belicved to have a quitc inclastic demand. That is, load
docs not change materially if wholesale prices risc. This partly is a conscquence
of the cssential nature of some clectric scrvices and the fact that it docs not
consumc a large amount of houschold income or represent a large proportion of
most business costs. The other reason, of some policy significance, is tariff
design. If the prices charged to consumers do not change as wholcsale prices
change, there will be no demand responsc. 1 discussed this in the context of the
California cxpericnce. Many cxperts also belicve that real time price signaling,

allowing customers to avoid price spikes by reducing consumption (or cven

‘paying them to do so) would discipline markct powcr.
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Markct power can be cxereised by a single, dominant firm or by the jbint
action of multiple firms. Overtly collusive behavior (price fixing or bid rigging)
among crstwhilc compctitors is illcgal and subjeet to scvere sanction. Tacitly
collusive behavior is not illcgal, and its prevention is a major focus of merger and

acquisition policy.

Market power gencrally is conceived of as involving two types of
activitics.” Horizontal market power is what most people think of as monopoly
or oligopoly power. It flows from a dominant sharc of supply by a singlc firm or
from coopcrative behavior among a small group of scllers collectively posscssing
a dominant sharc of the supply of a product. While this condition is not itsclf
illcgal, abusc of it or some types of cfforts to crcate it arc. A sccond type of
markct power is called vertical market power. The relevant example would be for
an owner of a transmission system, itsclf a lcgal monopoly in its arca, to usc that
monopoly over an “cssential facility” to cxclude or disadvantage compcﬁtors in

related activitics such as gencration or scrving retail customers.

In this discussion, I focus on horizontal markct power. That is not becausc
vertical markcet power 18 less important. Indecd, in clectricity, vertical market
power has far greater potential to destroy competitive markets. Rather, it is
becausc the actions of this Commission in approving gencration divestiture and of
the FERC in its orders and its RTO policy alrcady have focuscd so strongly on

preventing the cxcercisc of vertical market power.

A third type of market power, monopsony, or power cxereised by buyvers over sellers, is not relevant to
this discussion. S '
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How do FERC and the antitrust authorities analyze horizontal market

power?

It is ncecssary to distinguish between enforcement — the detection and punishment
of illcgal behavior — and prevention. Since the market power issuc in this
procecding is whether the divestiture of APS gencration to PWEC will give it

markct power prospectively, I will focus on prevention.

For the past scveral decadcs, the main focus of the antitrust authoritics has
been on market structure. Is a singlc firm so dominant thaf it clcarly can cxcreise
markct power? Is the structurc of an industry so concentrated that tacitly
collusive behavior is likely? If so, they will guard against measurces firms might
takc to increasc concentration or prescrve a concentrated structure or a firm'’s

dominant position.

About 20 ycars ago, the antitrust authoritics adopted a particular measurc
of market concentration, called a Herfindahl-Hirshmann Index (HHI). This test
mcasurcs markct concentration by summing the squarcs of individual firm’s
market shares. For cxample, a market in which there arc 5 equal sized firms (i.c.
cach has a 20 percent sharc) would have an index valuc of 2000 (20 percent
squarcd is 400; 5 times 400 cquals 2000). A market with a concentration of 1800
i8 considered to be highly concentrated and subject to anticompetitive behavior,
though the standard is not a ‘bright lin¢” but rather a test to determine whether
further inv&ti gation is warranted. Similarly, a singlc firm posscssing a 35 percent

sharc is considered potentially dominant.
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| FERC, in 1996, adbptcd this methodology for looking at mergers. The
FERC methodology focuses on a “delivered price test” that fundamentally counts
as “in the market” all capacity that caﬁ rcach such market using the physical
transmission systcm (i.c. imports arc limited by transmission constraints) with
costs below or just above the markct price. In testimony before this Commission
in 1999, in Casc No. E-01345A-98-0473 ct al., T applicd this tcst to the APS
market. | concludéd that thc APS market arca had an HHT of about 1200 and that
APS’s sharc was about 23 pereent. These arc well below the trigger valucs for
FERC and the antitrust authoritics.l I also noted that a focus on the APS markct

arca likcly was not warranted sincc Arizona participates in a wider market

~consisting of at lcast Southern Califomia and the Descrt Southwest. Since that

time, PWEC has added or nearly completed additional capacity. Howcever,
substantially more capacity has been, or is being, added by other firms and
transmission is being cxpéndcd. Henee, if T were to redo this analysis for
Pinnaclc West today, the results would show a still smaller markct sharc for

PWEC.

In this earlier testimony, didn’t you concede that some APS units are must

run and could exercise market power?

Under some circumstances, gencrally the highest load conditions in thc summer,
APS and SRP capacity located in the Valley is must run. Capacity in Yuma also
is mué t run at some ﬁmcs. By definition, this 1ﬁcans that, absent mitigating
conditions, thc owners of the capacity could name their own price, with the

altcrnative of rolling blackouts. This condition is not uniquc to the APS control
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arca. There arc many other must run units in the U.S., usually but not always
located in or ncar major citics. There arc well-cstablished mecans of mitigating the
potcntial market power of such units. APS alrcady has created protocols for such
mitigation in its FERC-approved tariffs. This, or cqually robust mitigation will be

carricd forward when WestConnect becomes operational.

You stated that your 1999 testimony discussed market definition and
indicated that an area larger than the APS control area was appropriate.

Why is this?

By way of introduction, an analysis of markct powcr always beging with the
dcﬁnition of rclevant product and geographic markets. Here, the product markcet
of greatest intercst is clectric energy. FERC simply assumcs as a starting point
that a control arca is a relevant gecographic market, though it invites cvidenee of
larger or smaller markets and routinely uscs geographic market definitions that
arc larger than control arcas. It was simply becausc it is FERC’s defanlt

assumption that T uscd the APS control arca as the relevant geographic market.

In fact, the power markets of the WSCC arc highly interdependent.
Unlcss transmission constraints prevent it, an increasc in prices in onc arca draws
power from other arcas, raising prices in those arcas also. This connection of
prices across broad regions is, to one degree or another, common to all
intcrconnccted power markcts. APS is interconnected with other Desert
Southwest utilitics and morc importantly is stronglky intcrconnected with Southern
California. The transmission capacity from Arizona to Califomia is rarcly if cver

fully utilized. The transmission capacity from California to Arizona is so slack
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that the WSCC doesn’t cven quantify its limit. Likcwisc, there is substantial
capacity linking Southern to Northern California and California to the Northwest
via the DC intcreonncction into Southern California and the California-Oregon

intereonneet into Northern California

California is, and is likcly to remain, capacity short and shorter still in
terms of cconomic cnergy. Typical year cnergy imports into California arc about
50 billion kWh. As an important power sink, it intcrconneets prices in the
WSCC. Trecall a study submitted by the California Attorncy General’s market
power expert ih the statc proceeding that approved the merger of Southern
California Gas and Enova into Scmpra that found that the degree of price

convergenee in western powcer markets was very high.

In the markoet power analysis that T cxplain later in this testimony, T have
assumcd that APS is a rclevant geographic market. In fact, in this larger
interconnected market in which prices are determined, PWEC’s share is quite

small and it clearly lacks market power.

Assuming that the asset transfer takes place and that the PPA does not exist,

would PWEC have market power in these larger markets?

No. PWEC’s sharc of cither a Desert Southwest-Southern California or WSCC
market would be small, a single digit sharc, cven if it were free to scll all of its

output at market ratcs in short to intermediate term markoets.
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You noted that FERC had adopted the antitrust authorities’ method of
assessing prospective market power in 1996. Tn what context did that

adoption take place?

It was adopted in the Merger Policy Statement that indicated how FERC would

asscss the market power implications of mergers and acquisitions.

Are there other contexts in which FERC assesses prospective market power

using other analysis methods?

Yes. Under Scetion 205 of the Federal Power Act, FERC regulates the pricing of
wholcsalc transactions. Within its Scction 205 authority, FERC has deviscd tests
to determine whether sellers will be authorized to scll power at markct priccs, as

opposcd, for cxample, to cost of scrvice prices.

Until recently, FERC rclicd on a simple “hub and spoke” test. On two
scparatc occasions, in 1999 and 2000, FERC granted Pinnaclc West affiliates
market rate authority bascd at lcast in part on Pinnaclc West passing the hub and

spoke tcst.

The hub and spokc test waé criticized by somc FERC Commissioncrs and
by othcrs, primarily on the grounds that it ignored transmission constraints. Last
autumn, FERC adoptcd a new method, dubbed the “supply margin asscssment” as
its standérd for testing whether market ratc authority was appropriate. As
discusscd below, Pinnacle West will also pass this new test to demonstrate that it

qualifics to scll powcr at markct ratcs.
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Subscquently, FERC has noted that the supply margi.n asscssment test, or
SMA, will be applied to markct-bascd ratc applications on an intcrim basis until
new analytical methods for analyzing markct power arc revicwed and adopted.
The SMA test was further refined by FERC in AEP Power Murketing, Inc., et ul.,

Docket No. ER96-2495-015, ef ul. 97 FERC ] 61,219 (2001) (“AEP Ordcr”).

Would PWEC continue to meet FERC’s Requirements for market-based rate
authority under the SMA test?

Yes. I have conducted the SMA test for PWEC using a summer 2003 snapshot
and find that the test is casily passcd. The results of the SMA test arc summarized

in Exhibit No. WHH-3.

How is the SMA test conducted?

The SMA test measurcs whether a market’s peak demand could be met without
the applicant’s gencration. Each utility control arca is deemed to be a scparate
markct. For cach market where applicants own or control gencrating rcsourc;:s,
applicants arc instructed to compare the applicant’s gencration capacity in the
markct to the diffcrence between "Available Supply" and peak demand in the
markcet (tcrmcd the “Supply Margin”). Availablc Supply includes all of the
generating capacity located in the market, plus imports,v quantificd as thc
uncommittcd capacity that can reach the market using availablc inbound
transmission capacity, as mecasurcd by the Total Transfer Capability (TTC) value
fdr all transmission lincs that enter the control arca, irrespective of currcﬁt usc or
ownership. If the Supply Margiﬁ ig grecater than applica’nt’s generation, then pcak

load can bc mct without thc applicant’s generation, and the scller is not

considered pivotal in the market. Rescrves arc not taken into account in the test,
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cither for purposcs of determining what capacity is uncommitted or for

dctermining load levels.

Is the SMA test regarded as a stricter test than the test previously used by
FERC in determining whether an applicant should have the authority to sell

at market rates?

Yes, very much so. First, the ability to rcly on imports is constraincd by physical
capacity. This was not truc previously, so that thc amount of supply in the market
is much reduced. Sccond, while the previous test cither compared applicants”
total capacity to the total capacity in the markct or its uncommitted capacity to the
total uncommitted capacity in the market, this tcst combincs applicants total
capacity with only the uncommitted capacity that can be imported.  When the
SMA was first announced, it was widcly belicved to bc a regulatory
sledgehammer to force utilitics into RTOs, sincc most utilitics would fail the test

in their home market, while utilitics in RTOs were cxempt from the test for sales

inthe RTO (including in their own market).

What market did you analyze fqr purposes of conducting the SMA test?
FERC’s application of the SMA tcst continucs to rcly on control arcas as the
relovant markct arcas, and I have analyzed APS’ control arca as the relevant
markct. While the SMA is not formally applicd only to the applicant’s own
control arca, it is most unlikcly that an applicant wquld fail the test in some other

market arca at present.
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How did yﬁu calculate Av’ailable Supply inside the APS control area?

I included all of the gencration physically located inside of APS’ control arca,
which includes about 6,571 MW owncd by (or under contract at time of summcr
peak to) PWEC or its affiliates and about 5,783 MW owned by other cntitics,
including new merchant capacity and capacity at jointly-owned units located in
APS’ control arca. PWEC”s total includcs the new and planned upgrades at Red
Hawk and West Phocnix and APS’ purchascs from PacifiCorp and SRP.?' The
SMA test does not require that capacity within the control arca ownced by others
whosc loads arc outsidc the contro! arca be climinated from the supply margin.
Prcsumably, this is becausc such owners (c.g. El Paso Elcetric or PuBlic- Service
Company of New Mexico) can usc substitutc gencration located outside the
control arca being analyzed to mect load, and presumably would do so if prices
within the control arca were to risc to above competitive levels. Thus, the total
Available Supply from insidc the APS control arca is 12,354 MW (6,571 MW

owned or controlled by PWEC and 5,783 MW owncd by other entitics).

How did you calculate the amount of imports to include as part of Available
Supply in the SMA test?

The TTC into thc APS control arca is cxpected to be 11,089 MW by summer
2003. This total includes the planned transmission upgradbs at Palo Verde —
Rudd. T have reduced this capacity by 2,146 MW to account for PWEC”s sharc

of Palo Verde and for Red Hawk, sincc importing their power from the SRP

Note that the SMA test is wholly insensitive to the amount of the applicant’s capacity sinee the central
issuc is whether other sellers could meet the load, not whether the applicant could meet it.
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switchyard to which they arc connceted uses up this amount of capacity, Thus,

the TTC that T usc is 8,943 MW.

Next, 1 dctérmincd whether there were sufficient uncommitted gencrating
rcsources available to potentially scrve the APS control arca. 1 conscrvatively
considered only newly constructed units or thosc planned to come on-linc by the
summer. of 2003, as listed in thc California Encrgy Commission’s WSCC
Proposcd Generating Databasc (availablc on its wcbsite) as being potentially
availablc to serve the market. The total new capacity in control arcas dircctly
interconnceted to APS is 23,814 MW by the summer of 2003. Since this greatly
cxcceds the TTC that T am using, the SMA rules limit imports to the 8,943 MW of

TTC as capacity availablc to thc APS market.
Please Describe the results of your analysis.

A summary of thc results of the SMA test is provided in Exhibit No. WHH-3.
As detailed above, the total Available Supply to thc APS control arca is 21,297
MW. This total includes about 12,354 MW insidc the control arca and 8,943 MW
from outsidc of the control arca. Total load in thc APS control arca by summer
2003 is cxpeeted to be 6,127 MW, based on APS’ forecast in its FERC Form 714

filings.

The Supply Margin is the difference between Available Supply and load
and is 15,170 MW (21,297 MW lcss 6,127 MW), PWEC’s capacity in thc market
i8 6,571 MW. Sincc the Supply Margin is greater than the capacity of PWEC and

its affiliatcs, thc SMA tcst is passcd. That is, PWEC is not a pivotal supplicr
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under the SMA test. Indecd, capacity controlled by others is more than twice the

control arca load.

Are there any other potential areas outside of APS’ control area where

PWEC is a pivotal supplier?

No. PWEC and its affiliatcs own capacity at Palo Verde interconnected to
switchyards in thec SRP control arca, howcver PWEC is not a pivotal supplicr in
thc SRP control arca which has cxpcricnced a significant amount of ncw and

planncd capacity additions, cspeeially around Palo Verde.

Please summarize your review of the results of FERC-mandated market

power tests.

Over the past fow ycafs, FERC has mandated three market power tests: the hub
and spoke test, the merger-related delivered price test, and the new SMA uscd for
dectermination of market ratc authority. Pinnaclec West, APS and its affiliatcs have
qualificd for market ratc authority under cach of thesc tests, based on the

demonstration that they lack market power, individually or collectively.

Assuming, notwithstanding your analyses and the results of the FERC-

mandated market power tests, that the Commission has remaining concerns

_ that a post-divestiture PWCC might be able to exercise market power with

respect to entities serving its jurisdictional customers, can you provide
guidance concerning how those concerns could be addressed?
The most obvious mcans of dcaling with potential market power is to require that

the supplicr dedicatc a portion of its capacity to a long-term contract.
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~ Alternatively (or additionally) the Commission could assure that the cntitics

scrving thosc customers (or at lcast the Standard Offcr supplicr) arc substantially

covered by bilateral contracts.
Why does a long-term contract mitigate potential market power?

Recall that in my gencral discussion of market power [ relayed that the excreisc of
markct power requires both the ability and incentive to do so. If a supplicr
controls sufﬁcicht capacity that the “ability” issuc is a qucstion, then reducing the
incentive is a cure. To the extent that PWEC has sold its cnergy under a long-
term contract, the pricing of which does not float with the market, it has no

incentive to raisc prices.

This can be shown in the following cxample. Supposc that PWEC
controls 6,000 MW of capacity. Assumec further that withholding 1,000 MW
from the market increases the price by $3 per MWh. Also assume that the
withheld capabity would have carned $8 per MWh in contribution to profitand
fixed costs. The withholding is profitable; profits incrcasc by 5,000%8$3 for the
remaining capacity and fall by 1,000* $8 for the withheld capacity, so the net
profit is $15,000 minus $8,000. Now assumc that, say, 4,000 MW of capacity has
been sold in a bilatcral contract. The impact of withholding on the markct price is

unaffected: withholding 1,000 MW still incrcascs the market price by $3 per

‘MWh. Howcver, there now arc only 1,000 MW of PWEC capacity reeciving the

clevated pricc, since the price received for the 4,000 MW of bilateral sales is not
increascd. The profit calculus now is 1,000%$3 minus 1,000%8§8, so the formerly

profitably stratcgy to raisc prices is no longer profitable.
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Are PWCC and its affiliates currently subject to this type of market power

control?

Yecs. Currently, as a result of the rate plan adopted in the APS chttlcmcntv, APS
hasiprc—dctcnnincd retail rates through at lcast the first half of 2004. APS, and
indced the Pinnacle West family of companics, do not have cnough capacity to
supply that load. During high load conditions, when prices arc most susceptible
to manipulatbn., the company is a nct buyer in the markct and henee has a
disincentive to inercasc prices. Even during hours when it has something to scll,
thc amount of its capacity that it must dcdicatc to mecct APS and wholcsalc

requirements loads lcaves it with little to scll into (or withhold from) the markct.

APS’s proposed long term purchased power agreement with PWCC
cffectively continucs the current style of mitigation far into the future. Since APS
would have the right to PWEC’s total capacity, and would cxercisc that right with
respeet to most of it most of the time, PWEC would have little availablc to scll at

market rates and henee no incentive to inercasc priccs.

Is it necessary that all of PWEC’s capacity be dedicated to APS and

requirements load in order to constrain its potential market power?

No.’ As I have shown, PWEC would meet FERC’s test for market rate authority
cven if nonb of its capacity were dedicated to contracts. If the Commission
accords lcss than full faith to the cfficacy of that tcst, and disbelicves the result
that APS would pricc compctitively even if all of its capacity werc available to

scll at market prices, it still would follow that a lcss-than-100 pereent dedication

‘would mitigatc potential market power to satisfactory levels. Morcover, any
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capacity that is dedicated to APS, cven if less than 100 pereent, thereby reduces
the incentive to exercisc markct power. Any PWEC capacity that wins in any

compcetitive bid auction and thereby gains an intermediate to long-term contract
similarly reduces the risk of it cxereising markct pbwcr. As a practical mattcr, I
cannot conceive of an implementation of Commission Rule 1606(B) that would
ﬁot cover APS’s Standard Offer load with bilatcral contracts, put the majority of

PWEC capacity under bilatcral contracts, or both.

It is important to ask the question, over whom is PWEC allegedly
cxcreising markcet power? If the Commission’s policy coming out of thesc
proccedings results in APS’s customers being covered by intermediate to long
term contracts with PWEC and other partics, as I assumc it will, then APS
Standard Offer customers have little or no cxposure to the competitive wholesale
short-tcerm markct. SRP and TEP arc or will be by then cssentially sclfrcliant and
not dependent on power from PWEC. APS’s wholcsale customers arc covered by
FERC-rcgulated contracts. Sincc Arizona loads will be substantially covered, the
cnergy that PWEC would have available to scll would have to compcetc in a broad
regional wholesalc market in which its sharc is small. In that markct, there can be

no scrious concern that PWEC could cxercisc markcet power.

CONCLUSIONS

Q.

Would you please summarize your conclusions?

Yes. The Commission has determined that Arizona customers arc best served by
the creation of competitive wholcsale and rctail markcets. Events subscquent to

that policy determination have not undercut, and to a substantial cxtent have
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confirmed, the soundncss of that decision. T recommend that the Commission
continue with its policics to restructurce the Arizona clectricity industry that it

rcgulates.

In fartherance of crcating a competitive market, the Commission
determined that the jurisdictional utilitics should scparatc their gencrating asscts
from transmission, distribution and customer service functions. This remains

sound policy.

PWEC will not have market power. In the larger regional market in which
it competcs, it is a small playcr. Within Arizona, and in particular within thc APS
control arca, PWEC passcs all of the FERC-mandated tests for markcet power.

The potential market power inhcrent in its must run units will be mitigated by
APS’s Open Access Tariff provisions and by a futurec RTO’s market power
mitigation measurcs. Any remaining concerns that the Commission might have
can bc mooted by an intermediate to long-term PPA between PWEC or PWCC
and APS and/or by intermediatce to long-term bilateral contracts with other

supplicrs.
Does this complete your written direct testimony in this proceeding?

Yecs, it docs.
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William Hieronymus has consulted extensively to managements of electricity and gas
companies, their counsel, regulators, and policymakers. His principal areas of concentration are
the structure and regulation of network utilities and associated management, policy, and
regulatory issues. Dr. Hieronymus has spent the last thirteen years working on the restructuring
and privatization of utility systems in the U.S. and internationally. In this context he has
assisted the managements of energy companies on corporate and regulatory strategy, particularly
relating to asset acquisition and divestiture. He has testified extensively on regulatory policy
issues and on market power issues related to mergers and acquisitions. 'In his twenty-plus years
of consulting to this sector, he also has performed a number of more specific functional tasks,
including selecting investments; determining procedures for contracting with independent power
producers; and assisting in contract negotiation, tariff formation, demand forecasting, and fuels
market forecasting. Dr. Hieronymus has testified frequently on behalf of energy sector clients
before regulatory bodies, federal courts, and legislative bodies in the United States and United
Kingdom. He has contributed to numerous projects, including the following:

ELECTRICITY SECTOR STRUCTURE, REGULATION, AND
RELATED MANAGEMENT AND PLANNING ISSUES

U.S. Market Restructuring Assignments

o  Dr. Hieronymus advised on the formation of a Transco in response to FERC’s Order
2000. His primary role was to advise on the concepts and details of market design.

s Dr. Hieronymus serves as an advisor to the senior executives of an electric utility on
restructuring and related regulatory issues, and he has worked with senior management
in developing strategies for shaping and adapting to the emerging competitive market
in electricity. As a part of this general assignment, he has testified regarding regulatory
filings with state agencies, evaluation of potential acquisitions, and aspects of internal
restructuring,

o For several utilities seeking merger approval, Dr. Hieronymus has prepared and
testified to market power analyses at FERC and before state commissions. He also has
assisted in discussions with the Antitrust Division of the Department of Justice and in
responding to information requests. The mergers on which Dr. Hieronymus has
testified include both electricity mergers and combination ‘mergers involving electricity
and gas companies. Among the major mergers where he has testified are Sempra,
Xcel, Exelon, AEP-CSW, Dynergy-Illinois Power, Con Edison-Orange and Rockland,
Dominion-CNG, Nisource-Consolidated Natural , Eon-LG&E and Nyseg_RG&E.
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For utilities seeking to sell or purchase generaﬁng assets, Dr. Hieronymus has provided
analyses concerning market power in support of submissions under sections 203 and
205 of the Federal Power Act and analyses required by state regulatory commissions.

For utilities and power pools engaged in restructuring activities, he has assisted in
examining various facets of proposed reforms. Such analysis has included features of
the proposals affecting market efficiency and those that have potential consequences
for market power. Where relevant, the analysis also has examined the effects of
alternative reforms on the client’s financial performance and achievement of other
objectives.

For the New England Power Pool (NEPOOL), Dr. Hieronymus examined the issue of
market power in connection with NEPOOL’s movement to market-based pricing for
energy, capacity, and ancillary services. He also assisted the New England utilities in
preparing their market power mitigation proposal. The main results of his analysis
were incorporated in NEPOOL’s market power filing before FERC.

 For a coalition of independent generators, he provided affidavits advising FERC on

changes to the rules under which the northeastern U.S. power pools operate.

As part of a large planning and énalysis team, Dr. Hieronymus assisted a Midwest
utility in developing an innovative proposal for electricity industry restructuring. This
work formed the basis for that utility's proposals in its state's restructuring proceeding.

Dr. Hieronymus has contributed substantially to projects dealing with the restructuring
of the California electricity industry. In this context he also is a witness in California
and FERC proceedings on the subject of market power and mitigation.

Valuation of Utility Assets in North America

Dr. Hieronymus has testified in state securitization and stranded cost quantification
proceedings, primarily in forecasting the level of market prices that should be used in
assessing the future revenues and the operating contribution earned by the owner of
utility assets in energy and capacity markets. The market price analyses are tailored to
the specific features of the market in which a utility will operate and reflect
transmission-constrained trading over a wide geographic area. He also has testified in
rebuttal to other parties’ testimony concerning stranded costs, and has assisted
companies in internal stranded cost and asset valuation studies.

He was the primary valuation witness on behalf of a western utility in an arbitration
proceeding concerning the value of a combined cycle plant coming off lease that the
utility wished to purchase.

He assisted a bidder in determining the commercial terms of plant purchase offers as

- well as assisting clients in assessing the regulatory feasibility of potential acquisitions

and mergers.
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Other U.S. Utility Engagements

Dr. Hieronymus has contributed to the development of several benchmarking analyses
for U.S. utilities. These have been used in work with clients to develop regulatory

_ proposals, set cost reduction targets, restructure internal operations, and assess merger

savings.

Dr. Hieronymus was a co-developer of a market simulation package tailored to region-
specific applications. He and other senior personnel have conducted numerous multi-
day training sessions using the package to help utility clients in educating management
regarding the consequences of wholesale and retail deregulation and in developing the
skills necessary to succeed in this environment.

He has made numerous presentations to U.S. utility managements regarding the U.K.
electricity system and, for senior U.S. utility managements, has arranged meetings with
executives and regulators in the U.K.

For an East Coast electricity holding company, Dr. Hieronymus prepared and testified
to an analysis of the logic and implementation issues concerning utility-sponsored
conservation and demand-management programs as alternatives to new plant
construction.

In connection with nuclear generating plants nearing completion, he has testified in
Pennsylvania, Louisiana, Arizona, Illinois, Missouri, New York, Texas, Arkansas, New
Mexico, and before the Federal Energy Regulatory Commission regarding plant-in-
service rate cases on the issues of equitable and economically efficient treatment of
plant costs for tariff-setting purposes, regulatory treatment of new plants in other
jurisdictions, the prudence of past system planning decisions and assumptions,
performance incentives, and the life-cycle costs and benefits of the units. In these and
other utility regulatory proceedings, Dr. Hieronymus and his colleagues have provided
extensive support to counsel, including preparation of interrogatories, cross-
examination support, and assistance in writing briefs.

On behalf of utilities in the states of Michigan, Massachusetts, New York, Maine,
Indiana, Pennsylvania, New Hampshire, and Illinois, he has submitted testimony in
regulatory proceedings on the economics of completing nuclear generating plants that
are currently under construction. His testimony has covered the likely cost of plant
completion; forecasts of operating performance; and extensive analyses of the impacts
of completion, deferral, and cancellation upon ratepayers and shareholders.

For utilities engaged in nuclear plant construction, Dr. Hieronymus has performed a -
number of highly confidential assignments to support strategic decisions concerning
the continuance of construction. Areas of inquiry included plant cost, financial
feasibility, power marketing opportunities, the impact of potential regulatory treatments
of plant cost on shareholders and customers, and evaluation of offers to purchase
partially completed facilities. '

For an eastern Pennsylvania utility that suffered a nuclear plant shutdown due to NRC
sanctions relating to plant management, he filed testimony regarding the extent to
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which replacement power cost exceeded the costs that would have occurred but for the
shutdown.

For a major Midwestern utility, Dr. Hieronymus headed a team that assisted senior
management in devising its strategic plans, including examination of such issues as
plant refurbishment/life extension strategies, impacts of increased competltlon and
available diversification opportunities.

On behalf of two West Coast utilities, Dr. Hieronymus testified in a needs certification
hearing for a major coal-fired generation complex concerning the economics of the
facility relative to competing sources of power, particularly unconventional sources and
demand reductions.

For a large westermn combination utility, he participated in a major 18-month effort to
provide the client with an integrated planning and rate case management system. His
specific responsibilities included assisting in the design and integration of electric and
gas energy demand forecasts, peak load and load shape forecasts, and forecasts of the
impacts of conservation and load management programs.

For two Midwestern utilities, Dr. Hieronymus prepared an analysis of intervenor-
proposed modifications to the utilities' resource plans. He then testified on thelr behalf
before a legislative committee.

For a major combination electric and gas utility, he directed the adaptation of a
financial simulation model for use in resource planning and evaluation of conservation
programs.

U.K. Assignments

Following promulgation of the white paper that established the general framework for
privatization of the electricity industry in the United Kingdom, Dr. Hieronymus
participated extensively in the task forces charged with developing the new market
system and regulatory regime. His work on behalf of the Electrlcrcy Council and the
twelve regional councils focused on the proposed regulatory regime, including the price
cap and regulatory formulas, and distribution and transmission use of system tariffs.
He was an active participant in industry-government task forces charged with creating
the legislation, regulatory framework, initial contracts, and rules of the pooling and
settlements system. He also assisted the regional companies in the valuation of initial
contract offers from the generators, including supporting their successful refusal to
contract for the proposed nuclear power plants that subsequently were canceled as
bemg non-commercial. :

During the preparation for privatization, Dr. Hieronymus assisted several individual
U.K. electricity companies in understanding the evolving system, in developing use of
system tariffs, and in enhancing technical capabilities in power purchasing and
contracting. He continued to advise a number of clients, including regional companies,

- power developers, large industrial customets, and financial institutions on the UK.

power system for a number of years after privatization.
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Dr. Hieronymus assisted four of the regional electricity companies in negotiating equity
ownership positions and developing the power purchase contracts for a 1,825 megawatt
combined cycle gas station. He also assisted clients in evaluating other potential
generating investments including cogeneration and non-conventional resources.

Dr. Hieronymus also has consulted on the separate reorganization and privatization of
the Scottish electricity sector. Part of his role in that privatization included advising the
larger of the two Scottish companies and, through it, the Secretary of State on all
phases of the restructuring and privatization, including the drafting of regulations, asset
valuation, and company strategy.

He assisted one of the Regional Electricity Companies in England and Wales in the
1993 through 1995 regulatory proceedings that reset the price caps for its retailing and
distribution businesses. Included in this assignment was consideration of such policy
issues as incentives for the economic purchasmg of power, the scope of price control,
and the use of comparisons among companies as a basis for price regulation. Dr.
Hieronymus’s model for determining network refurbishment needs was used by the
regulator in determining revenue allowances for capital investments.

He assisted this same utility in its defense against a hostile takeover, including
preparation of its submission to the Cabinet Minister who had the responsibility for
determining whether the merger should be referred to the competition authority.

Assignments Outside the U.S. and U.K.

Dr. Hieronymus assisted a large state-owned European electricity company in
evaluating the impacts of the 1997 EU directive on electricity that inter alia requires

- retail access and competitive markets for generation. The assignment included advice
on the organizational solution to elements of the directive requiring a separate

transmission system operator and the business need to create a competitive marketing
function.

For the European Bank for Reconstruction and Development, he performed analyses of
least-cost power options and evaluated the return on a major investment that the Bank
was considering for a partially completed nuclear plant in Slovakia. Part of this
assignment involved developing a forecast of electricity prices, both in Eastern Europe
and for potential exports to the West.

For the OECD he performed a study of energy subsidies worldwide and the impact of
subsidy elimination on the environment, particularly on greenhouse gases.

For the Magyar Villamos Muvek Troszt, the electricity company of Hungary, Dr.
Hieronymus developed a contract framework to link the operations of the different
entities of an electricity sector in the process of moving from a centralized command-
and-control system to a decentralized, corporatized system.

For Iberdrola, the largest investor-owned Spanish electricity company, he assisted in
development of their proposal for a fundamental reorganization of the electricity sector,
its means of compensating generation and distribution companies, its regulation, and
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the phasing out of subsidies. He also has assisted the company in evaluating generation
expansion options and in valuing offers for imported power.

Dr. Hieronymus contributed extensively to a project for the Ukrainian Electricity
Ministry, the goal of which was to reorganize the Ukrainian electricity sector and
prepare it for transfer to the private sector and the attraction of foreign capital. The
proposed reorganization is based on regional electric power companies, linked by a
unified central market, with market-based prices for electricity.

At the request of the Ministry of Power of the USSR, Dr. Hieronymus participated in
the creation of a seminar on electricity restructuring and privatization. The seminar
was given for 200 invited Ministerial staff and senior managers for the USSR power
system. His specific role was to introduce the requirements and methods of
privatization. Subsequent to the breakup of the Soviet Union, Dr. Hieronymus
continued to advise both the Russian energy and power ministry and the government-
owned generation and transmission company on restructuring and market development
issues.

On behalf of a large continental electricity company, Dr. Hieronymus analyzed the
proposed directives from the European Commission on gas and electricity transit (open
access regimes) and on the internal market for electricity. The purpose of this
assignment was to forecast likely developments in the structure and regulation of the
electricity sector in the common market and to assist the client in understanding their
implications.

For the electric utility company of the Repubﬁc of Ireland, he assessed the likely
economic benefit of building an interconnector between Eire and Wales for the sharing
of reserves and the interchange of power. ' :

For a task force representing the Treasury, electricity generating, and electricity
distribution industries in New Zealand, Dr. Hieronymus undertook an analysis of
industry structure and regulatory alternatives for achieving the economically efficient
generation of electricity. The analysis explored how the industry likely would operate
under alternative regimes and their implications for asset valuation, electricity pricing,
competition, and regulatory requirements.

TARIFF DESIGN METHODOLOGIES
AND POLICY ISSUES

Dr. Hieronymus participated in a series of studies for the National Grid Company of
the United Kingdom and for ScottishPower on appropriate pricing methodologies for
transmission, including incentives for efficient investment and location decisions.

For a U.S. utility client, he directed an analysis of time-differentiated costs based on
accounting concepts. The study required selection of rating periods and allocation of
costs to time periods and within time periods to rate classes.
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e  For EPRI, Dr. Hieronymus directed a study that examined the effects of time-of-day
rates on the level and pattern of residential electricity consumption.

¢ For the EPRI-NARUC Rate Design Study, he developed a methodology for designing
optimum cost-tracking block rate structures.

o On behalf of a group of cogenerators, Dr. Hieronymus filed testimony before the
Energy Select Committee of the UK Parliament on the effects of prices on cogeneration

development.

e  For the Edison Electric Institute (EEI), he prepared a statement of the industry's
position on proposed federal guidelines regarding fuel adjustment clauses. He also
assisted EEI in responding to the U.S. Department of Energy (DOE) guidelines on cost-
of-service standards.

¢  For private utility clients, Dr. Hieronymus assisted in the preparation both of their
comments on draft FERC regulations and of their compliance plans for PURPA
Section 133.

o  For the EEI Utility Regulatory Analysis Program, he co-authored an analysis of the
DOE position on the purposes of the Public Utilities Regulatory Policies Act (PURPA)
of 1978. The report focused on the relationship between those purposes and cost-of-
service and ratemaking positions under consideration in the generic hearings required
by PURPA.

o For a state utilities commission, Dr. Hieronymus assessed its utilities' existing
automatic adjustment clauses to determine their compliance with PURPA and
recommended modifications.

¢ For DOE, he developed an analysis of automatic adjustment clauses currently
employed by electric utilities. The focus of this analysis was on efficiency incentive
effects.

¢ For the commissioners of a public utility commission, Dr. Hieronymus assisted in
preparation of briefing papers, lines of questioning, and proposed findings of fact ina
generic rate design proceeding.

SALES FORECASTING METHODOLOGIES
FOR GAS AND ELECTRIC UTILITIES

o For the White House Sub-Cabinet Task Force on the future of the electric utility
industry, Dr. Hieronymus co-directed a major analysis of "least-cost planning studies"
and "low-growth energy futures." That analysis was the sole demand-side study
commissioned by the task force, and it formed an important basis for the task force's
conclusions concerning the need for new facilities and the relative roles of new
construction and customer side-of-the-meter programs in utility planning.
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For a large eastern utility, Dr. Hieronymus de\}eloped a load forecasting model
designed to interface with the utility's revenue forecasting system-planning functions.
The model forecasts detailed monthly sales and seasonal peaks for a 10-year period.

For DOE, he directed development of an independent needs assessment model for use
by state public utility commissions. This major study developed the capabilities
required for independent forecasting by state commissions and provided a forecasting
model for their interim use.

For several state regulatory commissions, Dr. Hieronymus has consulted in the
development of service area-level forecasting models of electric utility companies.

For EPRI, he authored a study of electricity demand and load forecasting models. The
study surveyed state-of-the-art models of electricity demand and subjected the most
promising models to empirical testing to determine their potential for use in long-term
forecasting. :

For a Midwestern electric utility, he provided consulting assistance in improving the
client’s load forecast, and testified in defense of the revised forecasting models.

For an East Coast gas utility, Dr. Hieronymus testified with respect to sales forecasts
and provided consulting assistance in improving the models used to forecast residential
and commercial sales.

OTHER STUDIES PERTAINING TO
REGULATED AND ENERGY COMPANIES

In a number of antitrust and regulatory matters, Dr. Hieronymus has performed
analyses and litigation support tasks. These cases have included Sherman Act Section
1 and 2 allegations, contract negotiations, generic rate hearings, ITC hearings, and a
major asset valuation suit. In a major antitrust case; he testified with respect to the
demand for business telecommunications services and the impact of various practices
on demand and on the market share of a new entrant. For a major electrical equipment
vendor, Dr. Hieronymus testified on damages with respect to alleged defects and
associated fraud and warranty claims. In connection with mergers for which he is the
market power expert, Dr. Hieronymus is assisting clients in responding to the Hart-
Scott-Rodino requests issued by the Antitrust Division of the U.S. Department of
Justice. In an arbitration case, he testified as to changed circumstances affecting the
equitable nature of a contract. In a municipalization case, he testified concermng the
reasonable expectation period for the supplier of power and transmission services to a
municipality.

For a private client, Dr. Hieronymus headed a project that examined the feasibility and
value of a major synthetic natural gas project. The study analyzed both the future
supply costs of alternative natural gas sources and the effects of potential changes in
FPC rate regulations on pro;ect viability. The analysis was used in preparing contract
negotlatlon strategles
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e Foran industrial client considering development and marketing of a total energy
system for cogeneration of electricity and low-grade heat, Dr. Hieronymus developed
an estimate of the potential market for the system by geographic area.

e For the U.S. Environmental Protection Agency (EPA), he was the principal investigator
in a series of studies that forecasted future supply availability and production costs for
various grades of steam and metallurgical coal to be consumed in process heat and
utility uses.

Dr. Hieronymus has addressed a number of conferences on such issues as market power, industry
restructuring, utility pricing in competitive markets, international developments in utility
structure and regulation, risk analysis for regulated investments, price squeezes, rate design,
forecasting customer response to innovative rates, intervenor strategies in utility regulatory
proceedings, utility deregulation, and utility-related opportunities for investment bankers.

Prior to rejoining CRA in June 2001, Dr. Hieronymus was a Member of the Management Group
at PA Consulting, which acquired Hagler Bailly, Inc. in October 2000. He was a Senior Vice
President of Hagler Bailly. In 1998, Hagler Bailly acquired Dr. Hieronymus’s former employer,
Putnam, Hayes & Bartlett, Inc. He was a Managing Director at PHB. He joined PHB in 1978.
From 1973 to 1978 he was a Senior Research Associate at CRA. Previously, he served as a
project director at Systems Technology Corporation and as an economist while serving as a
Captain in the U.S. Army

WILLIAM H. HIERONYMUS — Vice President

Ph.D. Economics, University of Michigan
M.A. Economics, University of Michigan
B.A. Social Science, University of lowa

William Hieronymus has consulted extensively to managements of electricity and gas
companies, their counsel, regulators, and policymakers. His principal areas of concentration are
the structure and regulation of network utilities and associated management, policy, and
regulatory issues. Dr. Hieronymus has spent the last thirteen years working on the restructuring
and privatization of utility systems in the U.S. and internationally. In this context he has
assisted the managements of energy companies on corporate and regulatory strategy, particularly
relating to asset acquisition and divestiture. He has testified extensively on regulatory policy
issues and on market power issues related to mergers and acquisitions. In his twenty-plus years
of consulting to this sector, he also has performed a number of more specific functional tasks,
including selecting investments; determining procedures for contracting with independent power
producers; and assisting in contract negotiation, tariff formation, demand forecasting, and fuels
market forecasting. Dr. Hieronymus has testified frequently on behalf of energy sector clients
before regulatory bodies, federal courts, and legislative bodies in the United States and United
Kingdom. He has contributed to numerous projects, including the following;:

&
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ELECTRICITY SECTOR STRUCTURE, REGULATION, AND
RELATED MANAGEMENT AND PLANNING ISSUES

U.S. Market Restructuring Assignments

Dr. Hieronymus advised on the formation of a Transco in response to FERC’s Order
2000. His primary role was to advise on the concepts and details of market design.

Dr. Hieronymus serves as an advisor to the senior executives of an electric utility on
restructuring and related regulatory issues, and he has worked with senior management
m developing strategies for shaping and adapting to the emerging competitive market
in electricity. As a part of this general assignment, he has testified regarding regulatory
filings with state agencies, evaluation of potential acquisitions, and aspects of internal
restructuring.

For several utilities seeking merger approval, Dr. Hieronymus has prepared and
testified to market power analyses at FERC and before state commissions. He also has
assisted in discussions with the Antitrust Division of the Department of Justice and in
responding to information requests. The mergers on which Dr. Hieronymus has
testified include both electricity mergers and combination mergers involving electricity
and gas companies. Among the major mergers where he has testified are Sempra,
Xcel, Exelon, AEP-CSW, Dynergy-Illinois Power, Con Edison-Orange and Rockland,
Dominion-CNG, Nisource-Consolidated Natural , Eon-LG&E and Nyseg RG&E.

For utilities seeking to sell or purchase generating assets, Dr. Hieronymus has provided
analyses concerning market power in support of submissions under sections 203 and
205 of the Federal Power Act and analyses required by state regulatory commissions.

For utilities and power pools engaged in restructuring activities, he has assisted in
examining various facets of proposed reforms. Such analysis has included features of
the proposals affecting market efficiency and those that have potential consequences
for market power. - Where relevant, the analysis also has examined the effects of
alternative reforms on the client’s financial performance and achievement of other
objectives.

For the New England Power Pool (NEPOOL), Dr. Hieronymus examined the issue of
market power in connection with NEPOOL’s movement to market-based pricing for
energy, capacity, and ancillary services. He also assisted the New England utilities in
preparing their market power mitigation proposal. The main results of his analysis
were incorporated in NEPOOL’s market power filing before FERC.

For a coalition of independént genérators, he provided affidavits advising FERC on
changes to the rules under which the northeastern U.S. power pools operate.

As part of a large planning and analysis team, Dr. Hieronymus assisted a Midwest
utility in developing an innovative proposal for electricity industry restructuring. This
work formed the basis for that utility's proposals In its state's restructuring proceeding.
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e Dr. Hieronymus has contributed substantially to projects dealing with the restructuring
of the California electricity industry. In this context he also is a witness in California
and FERC proceedings on the subject of market power and mitigation.

Valuation of Utility Assets in North America

o Dr. Hieronymus has testified in state securitization and stranded cost quantification
proceedings, primarily in forecasting the level of market prices that should be used in
assessing the future revenues and the operating contribution earned by the owner of
utility assets in energy and capacity markets. The market price analyses are tailored to
the specific features of the market in which a utility will operate and reflect
transmission-constrained trading over a wide geographic area. He also has testified in
rebuttal to other parties’ testimony concerning stranded costs, and has assisted
companies in internal stranded cost and asset valuation studies.

& He was the primary valuation witness on behalf of a western utility in an arbitration
proceeding concerning the value of a combined cycle plant coming off lease that the
utility wished to purchase.

e He assisted a bidder in determining the commercial terms of plant purchase offers as
well as assisting clients in assessing the regulatory feasibility of potential acquisitions
and mergers.




Charles
River
Associates

WILLIAM H. HIERONYMUS — Page 12

Other U.S. Utility Engagements

Dr. Hieronymus has contributed to the development of several benchmarking analyses
for U.S. utilities. These have been used in work with clients to develop regulatory
proposals, set cost reduction targets, restructure internal operations, and assess merger
savings.

Dr. Hieronymus was a co-developer of a market simulation package tailored to region-
specific applications. He and other senior personnel have conducted numerous multi-
day training sessions using the package to help utility clients in educating management
regarding the consequences of wholesale and retail deregulation and in developing the
skills necessary to succeed in this environment. '

He has made numerous presentations to U.S. utility managements regarding the UK.
electricity system and, for senior U.S. utility managements, has arranged meetings with
executives and regulators in the U.K.

For an East Coast electricity holding company, Dr. Hieronymus prepared and testified
to an analysis of the logic and implementation issues concerning utility-sponsored
conservation and demand-management programs as alternatives to new plant
construction.

In connection with nuclear generating plants nearing completion, he has testified in
Pennsylvania, Louisiana, Arizona, Illinois, Missouri, New York, Texas, Arkansas, New
Mexico, and before the Federal Energy Regulatory Commission regarding plant-in-
service rate cases on the issues of equitable and economically efficient treatment of
plant costs for tariff-setting purposes, regulatory treatment of new plants in other
Jurisdictions, the prudence of past system planning decisions and assumptions,
performance incentives, and the life-cycle costs and benefits of the units. In these and
other utility regulatory proceedings, Dr. Hieronymus and his colleagues have provided
extensive support to counsel, including preparation of interrogatories, cross-
examination support, and assistance in writing briefs.

On behalf of utilities in the states of Michigan, Massachusetts, New York, Maine,
Indiana, Pennsylvania, New Hampshire, and Illinois, he has submitted testimony in
regulatory proceedings on the economics of completing nuclear generating plants that

-are currently under construction. His testimony has covered the likely cost of plant

completion; forecasts of operating performance; and extensive analyses of the impacts
of completion, deferral, and cancellation upon ratepayers and shareholders.

For utilities engaged in nuclear plant construction, Dr. Hieronymus has performed a
number of highly confidential assignments to support strategic decisions concerning
the continuance of construction. Areas of inquiry included plant cost, financial
feasibility, power marketing opportunities, the impact of potential regulatory treatments
of plant cost on shareholders and customers, and evaluation of offers to purchase
partially completed facilities. '

For an eastem Pennsylvania utility that suffered a nuclear plant shutdown due to NRC

 sanctions relating to plant management, he filed testimony regarding the extent to
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which replacement power cost exceeded the costs that would have occurred but for the
shutdown.. '

o For a major Midwestern utility, Dr. Hieronymus headed a team that assisted senior
management in devising its strategic plans, including examination of such issues as
plant refurbishment/life extension strategies, impacts of increased competition, and
available diversification opportunities. ,

e On behalf of two West Coast utilities, Dr. Hieronymus testified in a needs certification
hearing for a major coal-fired generation complex concerning the economics of the
facility relative to competing sources of power, particularly unconventional sources and
demand reductions.

e  Fora large western combination utility, he participated in a major 18-month effort to
provide the client with an integrated planning and rate case management system. His
specific responsibilities included assisting in the design and integration of electric and
gas energy demand forecasts, peak load and load shape forecasts, and forecasts of the
impacts of conservation and load management programs.

¢ For two Midwestern utilities, Dr. Hieronymus prepared an analysis of intervenor-
proposed modifications to the utilities' resource plans. He then testified on their behalf
before a legislative committee.

e For a major combination electric and gas utility, he directed the adaptation of a
financial simulation model for use in resource planning and evaluation of conservation
programs.

U.K. Assignments

o Following promulgation of the white paper that established the general framework for
privatization of the electricity industry in the United Kingdom, Dr. Hieronymus
participated extensively in the task forces charged with developing the new market
system and regulatory regime. His work on behalf of the Electricity Council and the
twelve regional councils focused on the proposed regulatory regime, including the price
cap and regulatory formulas, and distribution and transmission use of system tariffs.
He was an active participant in industry-govemnment task forces charged with creating
the legislation, regulatory framework, initial contracts, and rules of the pooling and
settlements system. He also assisted the regional companies in the valuation of initial
contract offers from the generators, including supporting their successful refusal to
contract for the proposed nuclear power plants that subsequently were canceled as
being non-commercial. :

» During the preparation for privatization, Dr. Hieronymus assisted several individual
UK. electricity companies in understanding the evolving system, in developing use of
system tariffs, and in enhancing technical capabilities in power purchasing and
contracting. He continued to advise a number of clients, including regional companies,
power developers, large industrial customers, and financial institutions onthe UK.
power system for a number of years after privatization. - ' :
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Dr. Hieronymus assisted four of the regional electricity companies in negotiating equity
ownership positions and developing the power purchase contracts for a 1,825 megawatt
combined cycle gas station. He also assisted clients in evaluating other potential
generating investments including cogeneration and non-conventional resources.

Dr. Hieronymus also has consulted on the separate reorganization and privatization of
the Scottish electricity sector. Part of his role in that privatization included advising the
larger of the two Scottish companies and, through it, the Secretary of State on all
phases of the restructuring and pnvanzauon including the drafting of regulations, asset
valuation, and company strategy.

He assisted one of the Regional Electricity Companies in England and Wales in the
1993 through 1995 regulatory proceedings that reset the price caps for its retailing and
distribution businesses. Included in this assignment was consideration of such policy
issues as incentives for the economic purchasing of power, the scope of price control,
and the use of comparisons among companies as a basis for price regulation. Dr.
Hieronymus’s model for determining network refurbishment needs was used by the
regulator in determining revenue allowances for capital investments.

He assisted this samie utility in its defense against a hostile takeover, including
preparation of its submission to the Cabinet Minister who had the responsibility for
determining whether the merger should be referred to the competition authority.

Assignments Outside the U.S. and U.K.

Dr. Hieronymus assisted a large state-owned European electricity company in
evaluating the impacts of the 1997 EU directive on electricity that inter alia requires -
retail access and competitive markets for generation. The assignment included advice
on the organizational solution to elements of the directive requiring a separate
transmission system operator and the business need to create a competitive marketing
function.

For the European Bank for Reconstruction and Development, he performed analyses of
least-cost power options and evaluated the return on a major investment that the Bank
was considering for a partially completed nuclear plant in Slovakia. Part of this
assignment involved developing a forecast of electricity prices, both in Eastern Europe
and for potential exports to the West.

For the OECD he performed a study of energy subsidies worldwide and the impact of
subsidy elimination on the environment, particularly on greenhouse gases.

- For the Magyar Villamos Muvek Troszt, the electnc1ty company of Hungary, Dr.

Hieronymus developed a contract framework to link the operations of the different
entities of an electricity sector in the process of moving from a centralized command-
and-control system to a decentralized, corporatized system.

For Iberdrola, the largest investor-owned Spanish electricity company, he assisted in
development of their proposal for a fundamental reorganization of the electricity sector,
its means of compensating generation and distribution companies, its regulation, and
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the phasing out of subsidies. He also has assisted the company in evaluating generation

_expansion options and in valuing offers for imported power.

Dr. Hieronymus contributed extensively to a project for the Ukrainian Electricity
Ministry, the goal of which was to reorganize the Ukrainian electricity sector and
prepare it for transfer to the private sector and the attraction of foreign capital. The
proposed reorganization is based on regional electric power companies, linked by a
unified central market, with market-based prices for electricity.

At the request of the Ministry of Power of the USSR, Dr. Hieronymus participated in
the creation of a seminar on electricity restructuring and privatization. The seminar
was given for 200 invited Ministerial staff and senior managers for the USSR power
system. His specific role was to introduce the requirements and methods of
privatization. Subsequent to the breakup of the Soviet Union, Dr. Hieronymus
continued to advise both the Russian energy and power ministry and the government-
owned generation and transmission company on restructuring and market development
issues.

On behalf of a large continental electricity company, Dr. Hieronymus analyzed the
proposed directives from the European Commission on gas and electricity transit (open
access regimes) and on the internal market for electricity. The purpose of this
assignment was to forecast likely developments in the structure and regulation of the
electricity sector in the common market and to assist the client in understanding their
implications.

For the electric utility company of the Republic of Ireland, he assessed the likely
economic benefit of building an interconnector between Eire and Wales for the sharing
of reserves and the interchange of power.

For a task force representing the Treasury, electricity generating, and electricity
distribution industries in New Zealand, Dr. Hieronymus undertook an analysis of
industry structure and regulatory alternatives for achieving the economically efficient
generation of electricity. The analysis explored how the industry likely would operate
under alternative regimes and their implications for asset valuation, electricity pricing,
competition, and regulatory requirements.

TARIFF DESIGN METHODOLOGIES
AND POLICY ISSUES

Dr. Hieronymus participated in a series of studies for the National Grid Company of
the United Kingdom and for ScottishPower on appropriate pricing methodologies for
transmission, including incentives for efficient investment and location decisions.

Fora U.S. utility client, he directed an analysis of time-differentiated costs based on
accounting concepts. The study required selection of rating periods and allocatlon of
costs to time periods and within time perlods to rate classes. ,
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For EPRI, Dr. Hieronymus directed a study that examined the effects of time-of-day
rates on the level and pattern of residential electricity consumption.

For the EPRI-NARUC Rate Design Study, he developed a methodology for designing
optimum cost-tracking block rate structures.

On behalf of a group of cogenerators, Dr. Hieronymus filed testimony before the
Energy Select Committee of the UK Parliament on the effects of prices on cogeneration
development.

For the Edison Electric Institute (EEI), he prepared a statement of the industry's
position on proposed federal guidelines regarding fuel adjustment clauses. He also
assisted EEI in responding to the U.S. Department of Energy (DOE) guidelines on cost-
of-service standards.

For private utility clients, Dr. Hieronymus assisted in the preparation both of their
comments on draft FERC regulations and of their compliance plans for PURPA
Section 133.

For the EEI Utility Regulatory Analysis Program, he co-authored an analysis of the
DOE position on the purposes of the Public Utilities Regulatory Policies Act (PURPA)
of 1978. The report focused on the relationship between those purposes and cost-of-
service and ratemaking positions under consideration in the generic hearings required
by PURPA.

For a state utilities commission, Dr. Hieronymus assessed its utilities' existing
automatic adjustment clauses to determine their compliance with PURPA and
recommended modifications.

For DOE, he developed an analysis of automatic adjustment clauses currently
employed by electric utilities. The focus of this analysis was on efficiency incentive
effects.

For the commissioners of a public utility commission, Dr. Hieronymus assisted in
preparation of briefing papers, lines of questioning, and proposed findings of fact in a
generic rate design proceeding.

SALES FORECASTING METHODOLOGIES
FOR GAS AND ELECTRIC UTILITIES

For the White House Sub-Cabinet Task Force on the future of the electric utility
industry, Dr. Hieronymus co-directed a major analysis of "least-cost planning studies"
and "low-growth energy futures." That analysis was the sole demand-side study
commissioned by the task force, and it formed an important basis for the task force's
conclusions concerning the need for new facilities and the relative roles of new
construction and customer side-of-the-meter programs in utlhty planmng '
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For a large eastern utility, Dr. Hieronymus developed a load forecasting model
designed to interface with the utility’s revenue forecasting system-planning finctions.
The model forecasts detailed monthly sales and seasonal peaks for a 10-year period.

For DOE, he directed development of an independent needs assessment model for use
by state public utility commissions. This major study developed the capabilities
required for independent forecasting by state commissions and provided a forecasting
model for their interim use.

For several state regulatory commissions, Dr. Hicronymus has consulted in the
development of service area-level forecasting models of electric utility companies.

For EPRI, he authored a study of electricity demand and load forecasting models. The
study surveyed state-of-the-art models of electricity demand and subjected the most
promising models to empirical testing to determme their potential for use in long-term
forecasting.

For a Midwestern electric utility, he provided consulting assistance in improving the
client’s load forecast, and testified in defense of the revised forecasting models.

For an East Coast gas utility, Dr. Hieronymus testified with respect to sales forecasts
and provided consulting assistance in improving the models used to forecast residential
and commercial sales.

OTHER STUDIES PERTAINING TO
REGULATED AND ENERGY COMPANIES

In a number of antitrust and regulatory matters, Dr. Hieronymus has performed -
analyses and litigation support tasks. These cases have included Sherman Act Section
1 and 2 allegations, contract negotiations, generic rate hearings, ITC hearings, and a
major asset valuation suit. In a major antitrust case, he testified with respect to the
demand for business telecommunications services and the impact of various practices
on demand and on the market share of a new entrant. For a major electrical equipment
vendor, Dr. Hieronymus testified on damages with respect to alleged defects and
associated fraud and warranty claims. In connection with mergers for which he is the
market power expert, Dr. Hieronymus is assisting clients in responding to the Hart-
Scott-Rodino requests issued by the Antitrust Division of the U.S. Department of
Justice. In an arbitration case, he testified as to changed circumstances affecting the
equitable nature of a contract. In a municipalization case, he testified conceming the
reasonable expectation period for the supplier of power and transmission services to a
municipality. : »

For a private client, Dr. Hieronymus headed a project that examined the feasibility and
value of a major synthetic natural gas project. The study analyzed both the future
supply costs of alternative natural gas sources and the effects of potential changes n
FPC rate regulations on project viability. The analysis was used in prepanng contract

- negotiation strategies.
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e  For an industrial client considering development and marketing of a total energy
system for cogeneration of electricity and low-grade heat, Dr. Hieronymus developed
an estimate of the potential market for the system by geographic area.

.o Forthe U.S. Environmental Protection Agency (EPA), he was the principal investigator
in a series of studies that forecasted future supply availability and production costs for
various grades of steam and metallurgical coal to be consumed in process heat and
utility uses. :

Dr. Hieronymus has addressed a number of conferences on such issues as market power, industry
restructuring, utility pricing in competitive markets, international developments in utility
structure and regulation, risk analysis for regulated investments, price squeezes, rate design,
forecasting customer response to innovative rates, intervenor strategies in utility regulatory
proceedings, utility deregulation, and utility-related opportunities for investment bankers.

Prior to rejoining CRA in June 2001, Dr. Hieronymus was a Member of the Management Group
at PA Consulting, which acquired Hagler Bailly, Inc. in October 2000. He was a Senior Vice
President of Hagler Bailly. In 1998, Hagler Bailly acquired Dr. Hieronymus’s former employer,
Putnam, Hayes & Bartlett, Inc. He was a Managing Director at PHB. He joined PHB in 1978.
From 1973 to 1978 he was a Senior Research Associate at CRA. Previously, he served as a
project director at Systems Technology Corporation and as an economist while serving as a
Captain in the U.S. Army
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Exhibit No. WHH-3
SMA Screen for APS Control Area
Summer 2003

Inside Generation MW Key
PWEC and Affillated Generation
PWEC (owned) ¥ 5,751
PWEC (contracts) ¥ 820
‘Subtotal: PWCC 6571 fA]
Merchant Capacity (owner)
Gila River 1-4 (Panda/TECO) 2,080
Desert Basin (Reliant) » S e ) 510
Subtotal;” Merchant Capacity 2,580
Existing Capacity {excludes PWEC afffiliated capacity)
Four Corners 1,258
Navajo 1,935
Subiotal: Existing Capacity at Jointly-Owned Units 3,193
Subtotal: Non-PWEC Intemal Generation 5,783 8}
Total Local Generation: 12,354 [C)=fA] + (B}
Imports ¥ 8.943 D]
Available Supply 21,287  [E]=fC]+iD)
Peak Control Area {APS) Load 8,127 - {F}
Supply Margin 15170 [G]={E]-{F]
Can Load be Met without PWEC Capacity? Yes [s{A]<{G}?
Non-PWEC Affiliated Generation in Excess of Load 8,599 [E]-fA}-{F]
‘ {or, (G} - [A])
Minimum (TTC or
Potential Imports TTCY New Capacity®| New Capacity)
TTC into APS 8,943
Arizona 5110
California 15483
Colorado 2,059
New Mexico 1.162
Total: 8,943 23.814 8,943
Notes:

“ Includes PWEC effiliated capacity at Palo Verde and Redhawk. s

# Includes 480 MW PacifiCorp purchase and 340 MW purchase from SRP. ;
¥ Import TTC into APS system was reduced by APS' share of Palo Verds and Redhawk.
* APS peak load forecasts is for 2003 (from 2000 FERC Form 714 filings). :

¥ TTC value consists of 11,089 MW of TTC, lass 2,146 MW to account for APS' share of Palo Verde and Redhawk.
¥ New Capadty estimates from WSCC Proposed Generation Datebase (http.ffwww.energy.ca.govlel ectricityAwscc_proposed_generation. html.) and

http:/Awww.cc.state.az. ushutility/slectric/Gen02005 1/jds 1 606. pof :
Only units categorized as Operational, Under construction, or Regulatory epproval received . /.
and with on-line dates prior to summer 2003 are includad in totals from WSCC Database. -
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